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Message from the Fiscal Director of the Marine Corps

DEPARTMENT OF THE NAVY
HEADQUARTERS UNITED STATES MARINE CORPS
3000 MARINE CORPS PENTAGON
WASHINGTON, DC 20350-3000

April 2015

The United States Marine Corps is the nation’s crisis response force. Throughout more
than a decade of sustained combat operations ashore, we continued to deploy thousands
of Marines aboard amphibious warships around the globe. Today, the Marine Corps
provides unique, sea-based capabilities to the joint force; continues to play a critical role
across the full range of military operations; and serves as America’s force in readiness --
forward deployed to rapidly respond to crises throughout the world. Additionally, with
two-thirds of the Marine Corps’ operational forces assigned to the Pacific, the Marine
Corps is ready to meet the President’s strategic focus on the Asia-Pacific region. Even as
we draw down from a wartime footing and work within a fiscally constrained
environment, we will not waiver from our commitment to being the most ready force
when the nation is least ready.

The Marine Corps Fiscal Year 2014 (FY14) Annual Financial Report (AFR) provides detailed financial
information that reflects our continued focus on effective stewardship of taxpayer resources as we meet
mission requirements. In particular, this AFR provides further specifics on the Marine Corps resources
that are included in the Department of the Navy (DoN) FY14 AFR and highlights examples of how the
Marine Corps supports the Secretary of the Navy’s AFR Agency Head Message. The Marine Corps
approach to audit readiness has been to heighten current financial discipline, improve processes and
systems, and focus on accounting treatment details while remaining aligned with the strategic direction of
the Department of Defense (DoD) and the DoN.

In December 2013, the Marine Corps obtained an unqualified audit opinion on our FY12 General Fund
Schedule of Budgetary Activity, which we view as an important first step to full financial statement
auditability. Continuing to build on that success, we completed audit work for our FY13 and FY14
Schedules of Budgetary Activity (SBA). Each year, we have expanded the inclusion of prior year and
current year appropriations in accordance with U.S. Generally Accepted Accounting Principles (GAAP),
as we build toward the Statement of Budgetary Resources and then full financial statement auditability.
As the lead Service in accomplishing SBA audits, the Marine Corps audits also continue to reveal DoD-
wide issues that need to be resolved across the Department. During the final stages of our FY14 audit, the
auditor and the DoD Inspector General (DoDIG) identified questions about DoD’s use of Treasury
suspense accounts that could not be fully answered prior to the audit end date. Consequently, a
disclaimer of opinion was issued on our FY14 audit, and the DoDIG rescinded our FY12 unqualified
opinion until the issues are resolved. We continue to support the Defense Finance and Accounting
Service and the DoDIG as they address these concerns. In parallel, we continue to develop and
implement corrective actions for audit findings identified to date, and we remain on track for full financial
statement auditability by FY17.
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Accountability is a foundational precept of the Marine Corps. The transparency afforded by having
auditable financial statements further demonstrates our commitment to responsible financial management.
The FY14 audit of this financial report attests to the Marine Corps’ commitment to maintaining accurate
and precise financial information, implementing process and system improvements, and ensuring sound

leadership oversight.

ANN-CECILE M. McDERMOTT
Fiscal Director of the Marine Corps
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Management’s Discussion & Analysis

The United States Marine Corps (USMC) was established on 10 November 1775 to provide security to
naval vessels and boarding parties, and to conduct limited land engagements in support of naval
operations. Fast-forward to the 20th century and beyond, the Marine Corps pioneered the concept of
close air support and developed the doctrine of (and still leads in) amphibious operations that became
vital during the island hopping campaigns in the Pacific during World War 1. After the war, Congress
codified the roles and missions of the Marine Corps in the National Security Act of 1947, which include:

e Seizing or defending advanced naval bases and to conduct such land operations as may be
essential to the prosecution of a naval campaign.

e Providing detachments and organizations for service in armed vessels for the Navy or for the
protection of naval property on naval stations and bases.

o Developing with the other Armed Forces, tactics, technigues, and equipment employed by
landing forces in amphibious operations.

e Training and equipping, as required, Marine forces for airborne operations.

e Developing with other Armed Forces, doctrine, procedures, and equipment of interest to the
Marine Corps for airborne operations which are not provided for by the Army.

e Expanding from peacetime components to meet the needs of war in accordance with
mobilization plans.

The United States Marine Corps
America's Expeditionary Force in Readiness

As Marines, we maintain the highest standards and we constantly seek to improve. We will continue
to attack by:

-Maintaining a first-rate, well-trained total force of Marines in a high state of readiness.

-Prioritizing the support of those Marines in harm’s way.

-Developing the fielding MAGTF capabilities that will ensure that the Marine Corps remains an

innovative, relevant, naval, expeditionary force-in-readiness.
-Building upon our success in leader development, professional military education, wounded warrior
care and family readiness.

General Joseph Dunford
36™ Commandant of the Marine Corps
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Strategic Demands and the Security Environment

The challenges of the future operating environment will demand that our Nation maintains a force-in-
readiness that is capable of global response. The strategic landscape will be characterized by competition
for natural resources, violent extremism, natural disasters, social unrest, cyber-attacks, regional conflict,
and proliferation of advanced weaponry and weapons of mass destruction. The expansion of modern
conventional and cyber weapons to a broader range of state and non-state entities, along with the erosion
of U.S. technological advantages in areas where we have long enjoyed relative superiority, is likely to
continue. Further, the actions of transnational criminal organizations and violent extremist groups will
continue to contribute to regional unrest and instability that directly threaten U.S. interests through piracy,
trafficking and terrorism. The U.S. must expect a security landscape characterized by volatility, instability
and complexity, and a growing potential among adversaries to employ weapons of mass destruction.

As Marines, we view global security challenges from a maritime perspective. The majority of these
challenges reside in the congested and diverse areas where the sea and land merge—the littorals. Today,
more than 80% of the world’s population currently resides within 100 miles of a coastline and this
proportion is continuing to rise. Most maritime activities such as commercial shipping, fishing, and oil
and gas extraction take place within 200 miles of the shore. It is no accident that the so-called “Arc of
Instability” encompasses the littoral areas of South Central Asia, the Middle East, and Africa. These
geographic and demographic trends indicate a future security environment with a significant maritime
element.

The Role of the Marine Corps

The Marine Corps is the Nation’s expeditionary force-in-readiness. Congress, specifically and uniquely,
structured and prescribed the role of the Marine Corps as a “...balanced force-in-readiness, air and
ground...to suppress or contain international disturbances short of large scale war.” Under this mandate,
Marines are forward-deployed, forward-engaged, and postured to shape events, manage instability,
project influence, and immediately respond to crises. As an inherently joint combined arms team, Marines
assure access and enable heavier contingency forces to deploy from the United States in response to a
major contingency.

America’s responsibility as a world leader requires an approach to the current and future strategic
landscape that leverages the forward presence of our military forces in support of our diplomatic and
economic approaches. As stated in the 2012 President’s Defense Strategic Guidance, “The United States
will continue to lead global efforts with capable allies and partners to assure access to and use of the
global commons, both by strengthening international norms of responsible behavior and by maintaining
relevant and interoperable military capabilities.” The Marine Corps’ unique capabilities support this
strategic approach.

www.marines.mil
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Marine Corps Operations

In 2014, Marines responded to crises around the world and remained forward-deployed and forward-
engaged managing instability, building partner capacity, strengthening alliances, and projecting influence.
Your Marines demonstrated the relevance of expeditionary naval forces by executing more than 30
amphibious operations, 150 Theater Security Cooperation (TSC) events, and 130 exercises around the
globe. While we have drawn down our forces in Afghanistan, our operational tempo remains
extraordinarily high. Most Marines in the operating forces are deploying for 7 months and spending at or
below 14 months at home before redeploying. There is a strong demand signal for Marines and tailored
Marine Air Ground Task Forces.

Marine Corps Missions

Marines offer an innovative portfolio of highly cost-effective means for crisis response and forward
engagement. Our scalability in calamitous times and knack for respecting state sovereignty with
nominally felt presence make us a vital tool to political and operational decision makers. By design,
Marines seamlessly interweave into the joint force, enable interagency efforts, and are a natural partner to
special operations. When U.S. interests are endangered, naval response provides readily deployable
options for intercession tailored to the demands of each crisis. When conflict intensifies the Marines
“flex”” and scale-up to the forcible-entry demands of a major contingency, serving as a “rheostat” for the
application of persuasive military power. The rapid response and early intervention of Marine forces
enables access for the rest of the joint force. Operating under austere conditions ashore, Marines can
sustain themselves from the sea for long periods, without the need for immediate reinforcement through
ports or airfields. The integrated firepower of Marine aviation, ship amphibious operations, or
expeditionary basing ashore, allows Marine forces ashore to operate with a light footprint.

Force Able to Swiftly Intercede in Crisis

A force able to swiftly intercede in crisis buys time for civilian and military decision-makers to assess and
formulate a more deliberate response. Forward-deployed Marines provide an effective crisis response
capability throughout the range of military operations. Expeditionary forces can defend the territory of
allies, seize key terrain, or threaten the global interests of an opponent. The inherent flexibility of these
forces enables the United States to swiftly escalate or de-escalate conflict according to the aims of
strategy and risk.

Build Strong Partners

Marines build trust. Investment in building partner capacity is not “charity work,” but rather an
investment in collective security throughout the global commons. Sea-based Marines tread lightly on
host-nation infrastructure and sovereignty. Sized more closely to the security forces of most other
nations, the Marine Corps provides a model of a tightly integrated air-ground logistics force, suitable to
train effective security institutions across the globe.

Forward Presence that Deters Conflict

Forward presence builds trust that cannot be created suddenly, when conflict looms. As our Nation’s
force in readiness, the Marine Corps bolsters national credibility and deterrence through persistent
forward naval engagement. With dispersed expeditionary units afloat near likely crisis areas, and
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prepositioned equipment stationed forward aboard shipping, the Navy-Marine team is a visible and
tangible reminder of our Nation’s resolve.

Littoral Power Projection

Littoral power projection capabilities enable U.S. joint forces to push open the door of access ashore.
This ability to go where the Nation is not “invited” fundamentally underwrites the deterrent value of the
joint force, and provides decision-makers options that complement precision strike or nuclear capabilities.
Modern amphibious operations seek to achieve precise maneuvers that create and exploit seams in forces
that might oppose a landing. Uniquely, Marines can operate without the requirement for nearby land
bases and can sustain themselves from the sea without intact and secured ports and airfields.

Respond to Unpredictable Natural Forces

Crises imposed by unpredictable natural forces create human suffering on a scale that cannot be ignored.
Timely U.S. responses strengthen the credibility of its promises, and increase the effectiveness of its
security deterrence. The ability of amphibious forces to provide air, ground, and sea response, without
imposing burdens on already stressed infrastructure, makes them a unique contributor to U.S. capability
and influence.

Ready When the Nation is Least Ready

Because our Nation cannot afford to hold the entire joint force at the highest state of readiness, it has
chosen to keep the Marines ready. For over half a century, the Marine Corps has complied with the
mandate of the 82nd Congress to be “the most ready when the Nation is generally least ready.” There is
no effective substitute for ready forces that can swiftly respond to crisis. There are no effective
substitutes for United States Marines.

Responding to Austerity with Vision
As the Nation continues to recover economically, the Marine Corps is highly cognizant of the necessity
for frugality and good stewardship of the Nation’s resources. We have continued to adjust our
organization, infrastructure and business practices to make the Marine Corps the best possible return for
the defense dollar. Austerity may make us leaner, but we will emerge stronger as we innovate and remain
the most capable Marine Corps the Nation can afford. We may have to do with less, but we will refuse to
do things less well. Readiness is the currency with which we meet the Nation’s security obligations; a
hollow force is not an option for the Nation’s crisis response force. While readiness comes at a cost, the
cost of not being able to intervene or contain crisis can be catastrophic. Investment in a ready Marine
Corps buys decision space for leadership decision-making, and it buys time to assemble the components
of the larger joint force if conditions require it. Preserving that ready edge for the joint force is
fundamental to the capability we provide to the Nation’s security.

Reset and Reconstitute the Force

Our mission is not complete until our equipment is reset and our force is reconstituted. That equipment is
central to our ability to respond to future missions. As stewards of the taxpayer, Marines have initiated
heroic efforts to recover, refurbish, and repair equipment.

Rebalance to the Pacific
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Rebalancing to the Pacific theater is a central element of our national strategy, which builds on the
decades-long presence of Marines who operate across its land, water and airspace every day. We will not
just “be” in the Pacific, we will “be effective” in the Pacific through distributed, multimission-capable
MAGTFs. We will preserve our global responsiveness, while developing opportunities in this priority
theater.

Advance Littoral Concepts

The changing nature of the security threats to the Nation demands continued innovation. Operational
Maneuver From The Sea and Ship-to-Objective Maneuver remain our capstone warfighting concepts, and
we will continue to focus on our ability to execute them while furthering the concept of Single Naval
Battle to provide a seamless projection of naval power from blue-water to operations ashore. We must
have the organizational and process discipline to manage our concepts through their full life cycle,
providing focus and guidance for innovation, training, and experimentation.

Invest in our Marines

The superior qualities of the individual Marine provide our warfighting edge. That begins with recruiting
and retaining the highest quality talent and applies to our active duty, reserve, and civilian workforces.
Marines are expected to shoulder increasingly complex burdens in the emerging security environment.
We must adapt our educational establishments and training venues to ensure their readiness for the
complexity of modern conflict.

Invest in Innovation

In addition to training and education, we will create mechanisms to embrace innovation across the force
to move our concepts from theory to practice. We will leverage our human capital through
experimentation and innovation at every level and create responsive mechanisms to reduce the “flash-to-
bang” process of transforming innovative ideas to force implementation.

Care for our Wounded Warriors

After a decade of war, the continued physical, moral, and mental health of all of our Marines remains
paramount. Those who bear the physical and mental wounds of war must remain our first concern. We
will continue to extend every effort to heal our wounded, support their families, and help young Marines
and Sailors increase their resilience.

Keep Faith with Marines and their Families

The faith of the American people has improved the quality of life for our Marines and families during the
last decade and we must protect those gains in an era of increasing fiscal constraints. Our families share
in our burdens, our values, and our risks, and their service.

www.marines.mil
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Management Assurance

Commanders and managers throughout the Marine Corps must ensure the integrity of their programs and
operations. Part of this responsibility entails compliance with Federal requirements for financial
reporting, financial management systems, and internal controls, such as the Federal Financial
Management Improvement Act (FFMIA) and the Federal Managers’ Financial Integrity Act (FMFIA).
These requirements promote the production of more timely, reliable, and accessible financial information,
supported by the development and implementation of more effective internal controls. Useful financial
information and effective controls save money and improve efficiency, thereby enhancing public
confidence in our stewardship of public resources, which is critical for the protection and sustainment of
our Nation and vital U.S. interests.

Internal Control over Financial Systems

The FFMIA of 1996 requires agencies to implement and maintain financial management systems that
comply substantially with Federal financial management systems requirements, applicable Federal
accounting standards, and the U.S. Standard General Ledger (USSGL) at the transaction level. FFMIA
supports the same objectives as the Chief Financial Officers Act of 1990 but with a systems emphasis.
For this Schedule of Budgetary Activity (SBA), the Marine Corps, Defense Finance and Accounting
Service (DFAS), and Defense Logistics Agency (DLA) are jointly responsible for implementing and
maintaining financial management, accounting and reporting systems that substantially comply with
Federal financial management systems requirements, U.S. generally accepted accounting principles
(USGAAP), and the USSGL at the transaction level.

The Marine Corps conducted an internal review of the effectiveness of internal control over financial
systems, which included a Federal Information System Controls Audit Manual (FISCAM) review of the
Global Combat Support System — Marine Corps (GCSS-MC) to determine the effectiveness of both
general and application information technology controls. In addition, an external independent public
accountant (IPA) assessed additional Marine Corps systems including the Standard Accounting Budget
and Reporting System (SABRS) and the Marine Corps Total Force System (MCTFS). The review of
financial systems included analyses accomplished in support of the FY 2013 SBA audit, with the
observations from the FY 2010 and FY 2011 Statement of Budgetary Resources (SBR) audits and the FY
2012 SBA audit. As aresult of the FY 2010 through FY 2013 SBR and SBA audits, and the FISCAM
testing performed of SABRS and MCTFS during the FY 2014 SBA audit, the Department of Defense
Office of Inspector General (DoDIG) characterized their findings (in aggregate) as a material weakness in
financial management systems. The Marine Corps provided a qualified statement of assurance that the
internal controls over financial systems, as of June 30, 2014, complied with FFMIA and OMB Circular
A-123 Appendix D.

Based on the audits of FY 2010 through FY 2013, the IPA issued notices of findings and
recommendations (NFRs) for SABRS, MCTFS, the Defense Cash Accountability System (DCAS) and
the Defense Departmental Reporting System (DDRS). During the FY 2014 SBA audit, the IPA closed all
DDRS and DCAS NFRs due to remediation efforts, and the SABRS and MCTFS teams have successfully
remediated the majority of the findings issued. Currently, the Marine Corps is working to implement a
new automated user provisioning system, migrate to a new system environment and update policies and
procedures to reflect revised processes.
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Internal Control over Financial Reporting

Compliance with the FFMIA provides the basis for the continuing use of reliable financial management
information by program managers, the President, the Congress and the public. OMB Circular A-123,
Appendix A, provides specific requirements for conducting management’s assessment of internal control
over financial reporting, and requires the agency head to provide an assurance statement on the
effectiveness of controls. Based on these assessments, the Marine Corps issued a statement of qualified
assurance on the control effectiveness, with the exception of the material weakness areas summarized
below.

The U.S. Marine Corps conducted an internal review of previously identified material weaknesses, and
findings and recommendations identified during audits of prior years’ financial statements, considering
the effectiveness of the U.S. Marine Corps’ internal control over financial reporting. This review aimed
to support Department of the Navy (DON) Financial Improvement and Audit Readiness (FIAR)
objectives by targeting specific evaluations that strengthen the integrated objectives of the DON and the
U.S. Marine Corps approach to audit compliance. Based on prior year audits, the material weaknesses
identified included MilSTRIP offline requisitions, timely recording of obligations, and missing receipt
and acceptance supporting documentation.

In response to MilSTRIP offline requisitions, the Marine Corps proposed system changes/interface
requests to DLA/EMALL representatives. The DoD Activity Address Codes (DoDAACS) Integrated
Process Team (IPT) established a review process to accurately, identify commands that may utilize
offline requisitioning portals (requisition authority review). In an effort to identify commands accurately,
the IPT published the DoDAAC Reset Bulletin. Units and activities validated DoDAACS, resulting in the
deletion of 1,147 DoDAACSs and the reduction of the number of DODAACs with requisition authority
from 4,000 to 1,614. Headqguarters Marine Corps (HQMC) provided an internal control structure to DLA
that will reject transactions that create obligations—system-to-system restrictions developed and
implemented; implemented EMALL access controls and system changes; and implementation of
Proposed Defense Logistics Management System (DLMS) Change (PDC) 328: Offline Requisition
processing for fund availability checks Finance/Supply) delayed due to funding. The United States Army
(USA) funding will allow the advancement of DoD systems and processes that are needed to establish the
interface between DoD EMALL and SABRS, the Marine Corps accounting system. Upon
implementation of the interface, Funds Control Interface retesting, validation, and policy implementation
will be complete. The process will enter the sustainment/monitoring phase upon completion of this
milestone.

In response to the timely recording of obligations material weakness, the Marine Corps developed
management guidance (SABRS Aged and Abnormal Reports Manual) and produced monthly reports
through which Marine Corps Commands and HQMC can monitor and address abnormal accounting
conditions. As well, a rigorous Tri-Annual Review (TAR) and confirmation process has been developed
and implemented. Management guidance has been published that empowers Commands and HQMC with
information resources tools that enable timely retrieval of source documentation to support audit
requirements and assist in providing complete supporting documentation. In addition, the Marine Corps
is making great strides towards implementing the Treasury’s Internet Payment Platform (IPP) for Military
Interdepartmental Purchase Requests (MIPRs) and Work Requests and mandating use of PR Builder for
all non-GCSS purchases.
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In response to missing receipt and acceptance supporting documentation, the Marine Corps Systems
Command (MCSC) Deputy for Resource Management (DRM) implemented a process to record expenses
based on each individual disbursement to alleviate carrying records in an abnormal condition when the
expense is not recorded prior to posting the disbursement voucher. MCSC will continue to provide
quarterly training and continue the DRM expense processing until the completion of a requested
Engineering Change Proposal to mitigate the issue for the Wide Area Workflow (WAWF) system.
USMC will work with OUSD (AT&L) and DLA to require external-to-USMC feeder systems to establish
interfaces via the DLA Transactions Services. USMC will also establish a single repository to house all
receipt and acceptance documentation. Lastly, USMC is finalizing policy and Standard Operating
Procedures (SOPs) to require standard documentation for IPAC receipt and acceptance audit trails, and is
participating in the Department of the Treasury’s pilot IPP to ensure customer confirmation of receipt and
acceptance.

Outstanding Material Weaknesses FY 2014

Acquire-to-Retire  Military Equipment Assets 2nd Qtr, FY 2015
Acquire-to-Retire  Real Property & Garrison Property Assets 4th Qtr, FY 2016
Procure-to-Pay MIISTRIP (Offline Requisitions) 2nd Qtr, FY 2015

Contracts | Reimbursable Work Orders — Grantor

4th FY 201
(Timely Recording of Obligations) th Qtr, 015

Procure-to-Pay

Contracts | Reimbursable Work Orders — Grantor
Procure-to-Pay (Missing Receipt and Acceptance Supporting 4th Qtr, FY 2015
Documentation)
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Financial Reporting Environment
The Marine Corps, which has been designated as a Non-OMB Reporting Entity by the DoD, maintains
accountability for its appropriated general funds and shared appropriations provided by the Department of
the Navy (DON). The enacted appropriations comprise the majority of the Marine Corps General Fund
(USMC GF) account structure, which includes five major appropriation groups:

= Qperation and Maintenance (O&M)

= Military Personnel (MILPERS)

= Procurement

= Research, Development, Test, and Evaluation (RDT&E)
= Family Housing

Listed on the following graphs
and tables as Investments

Statement of Federal Financial Accounting Concepts (SFFAC) Number 2, Entity and Display, defines a
reporting entity as one that issues general-purpose financial statements to communicate financial and
related information about the entity. Although its general-purpose financial statements (incorporated
within the DON’s financial statements) are not presented here, the Marine Corps does meet the following
criteria in order for entities to be designated as a reporting entity:

There is a management responsibility for controlling and deploying resources,
producing outputs and outcomes, executing the budget or a portion thereof
(assuming that the entity is included in the budget), and held accountable for the
entity's performance.

The entity's scope is such that its financial statements would provide a meaningful
representation of operations and financial condition.

There are likely to be users of the financial statements who are interested in and
could use the information in the statements to help them make resource allocation
and other decisions and hold the entity accountable for its deployment and use of
resources.

Marine Corps Core Accounting

The SABRS accounts for all U.S. Marine Corps funds throughout the appropriation life cycle and
contains financial data from the installation level up to HOQMC. SABRS was designed to meet fiduciary
standards established by the Government Accountability Office (GAQ), Office of Management and
Budget (OMB), United States Treasury Department, and the DoD. SABRS, in its operational state, has
been independently tested and reviewed in accordance with OMB Office of Federal Financial
Management (OFFM)/Joint Financial Management Improvement Program (JFMIP) standards.
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Financial Highlights

Sources of Funds
To support its core mission,

the Marine Corps had $26.5 Marine Corp; Sgyrces of Funds
billion for FY 2014: $25.4 ($ in Billions)

billion in USMC GF
Appropriations; $345 million
in Offsetting Collections; and
$2.7 billion of Unobligated
Balance Forward,
Nonexpenditure Transfers,
and Recoveries of Prior Year
Unpaid Obligations. The
USMC GF are Congressional
appropriations to include
military personnel, operations
and maintenance, and

B Appropriations (see breakout
on opposing graph)

B Spending Authority from
Offsetting Collections

H Unobligated Balance Brought
Forward, Nonexpenditure
Transfers, and Recoveries of
Prior Year Unpaid Obligations

investments.
Marine Corps FY2014
Appropriations
($ in Billions)

® MILPAY

m 0&M

M Investments
Status of Funds

The status of the $28.5 billion in Marine Corps budgetary resources consists of $26.4 billion obligations
incurred (direct and reimbursable) and $2.1 billion unobligated balances at the end of the fiscal year. The
total amount displayed for the status of budgetary resources equals the total budgetary resources available
to the reporting entity as of the reporting date. However, the FY 2014 Auditor Adjustments are not
reflected in the Analysis of Budgetary Activity.
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Analysis of Budgetary Activity

Key Budgetary Measures ($ in Billions) MILPAY O&M Investments
Obligations Incurred S14.4 $9.4 $2.6
Unobligated Balance $0.3 $0.3 $15
Gross Outlays $14.2 $9.1 $23

Key Budgetary Measures

($ in Billions)
® MILPAY mO&M mInvestments

$14.4 $14.2

$2.6

$0.3 $0.3
I

$2.3

Obligations Incurred Unobligated Balance Gross Outlays
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General Fund Schedule of Budgetary Activity

As stated in the DoD Financial Management Regulation (FMR) VVolume 6B Chapter 1 “Introduction and
Summary” dated June 2012, DoD recognizes the Marine Corps as a Non-OMB Reporting Entity.

The FMR states that “These [Non-OMB Reporting] entities are no longer subject to the formal financial
statement reporting requirements previously established by DoD and are not a required ‘reporter’ per
OMB A-136. These entities have demonstrated the ability to prepare financial statements and conduct the
appropriate analyses, therefore quarterly financial statements, accompanying notes, and the related
variance analysis are not required to be submitted to the Office of the Under Secretary of Defense
(Comptroller) (OUSD(C)) for review. ...each non-OMB reporting entity will determine their internal
reporting and audit requirements, as deemed necessary for continued improvement of financial data and
achievement of audit objectives.”

On this premise, the Marine Corps continues with preparing comprehensive, subsidiary financial
statements and related notes started in FY 2006. From the issuance of those initial financial statements,
the Marine Corps has devoted significant effort toward being the first U.S. combatant Service entity to
successfully undergo an independent audit of its financial statements, reports, and note disclosures, which
reinforces sound financial processes and procedures.

In concert with the Department’s timeline and objectives, the Marine Corps progresses toward the same
goal of reliable financial statements, backed by clean audit reporting. In so doing, the Marine Corps
issues this budgetary activity schedule with the specific scope of its FY 2014, FY 2013 and FY 2012
appropriations. The following report is a schedule of those appropriations enacted for FY 2014, FY 2013
and FY 2012.

Marine Corps FY 2014 Schedule of Budgetary Activity (SBA) is derived from the September FY 2014
SF-133, Report on Budget Execution and Budgetary Resources (SF-133) for the FY 2014, FY 2013 and
FY 2012 appropriations only. Each SF-133 (a separate report for each appropriation) is combined with
totals reported on SBA. OMB Circular A-11, Preparation, Submission and Execution of the Budget,
Section 130, “SF 133, Report on Budget Execution and Budgetary Resources” states the purposes of the
SF-133 as follows:

1. Fulfill the requirement in 31 U.S.C. 1511-1514 that the President review Federal expenditures at least four
times a year,

2. Allow status monitoring for funds that were apportioned on the SF-132, Apportionment and
Reapportionment Schedule and funds that were not apportioned,

3. Provide a consistent presentation of information across programs within each agency, and across agencies,
which helps program, budget, and accounting staffs to communicate,

4. Provide historical reference that can be used to help prepare the President's Budget, program operating
plans, and spend-out rate estimates,

5. Provide a basis upon which to determine obligation patterns when programs are required to operate under
continuing resolution, and

6. Tie an agency's financial statements to its budget execution. The compilation of an agency's SF133s should
generally agree with an agency's Statement of Budgetary Resources.

The SBA and SF-133 present the following sections: Budgetary Resources, Status of Budgetary
Resources, Change in Obligated Balance, and Budget Authority and Outlays.
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Department of Defense - Department of the Navy

United States Marine Corps-General Fund

SCHEDULE OF BUDGETARY ACTIVITY For Fiscal Year 2014, 2013 and 2012 Appropriations
Years Ended September 30, 2014 and 2013 ($ in Thousands)

FINAL
FY14 FY13
Unobligated balance:
1000 Unobligated balance brought forward, October 1 $ 2,260,000 $ 1,923,246
Nonexpenditure transfers: $ -
1010 Unobligated balance transferred to other accounts (-) $ (16,652) $ -
1011 Unobligated balance transferred from other accounts $ 6,730 $ 354
1012 U i d bal transfers bet expired and unexpired accounts $ (9,911) $ -
Adjustments:
1021 Recoveries of prior year unpaid obligations $ 509,072 $ 321,870
Anticipated transfers and adjustments:
1050 Unobligated balance, total $ 2,749,240 $ 2,245,470
1060 Expired unobligated balance brought forward, October 1 $ 392,191
1072 Expired unobligated balance transfers between expired and unexpired accounts $ (10,000) $ -
1081 Recoveries of prior year unpaid obligations in expired accounts $ 453,855 $ -
1099 Expired balance (total) $ 836,046 $ -
Budget authority:
Appropriations:
Discretionary:
1100 Appropriation $ 25,496,259 $ 28,333,844
Nonexpenditure transfers: $ -
1120 Appropriations transferred to other accounts (-) $ (148,495) $ (426,204)
1121 Appropriations transferred from other accounts $ 83,353 $ 37,392
Adjustments: $ -
1130 Appropriations permanently reduced (-) $ (18,631) $ (914,620)
1131 Unobligated balance of appropriations permanently reduced (-) $ (12,650) $ (242,061)
1160 Appropriation (total) $ 25,399,836 $ 26,788,351
Spending authority from offsetting collections: $ -
Discretionary: $ -
1700 Collected $ 329,459 $ 356,729
1701 Change in llected ct F ts from Federal sources (+or -) $ 15,760 $ 8,423
1750 Spending authority from offsetting collections (total) $ 345,219 $ 365,152
1900 Budget authority total (discretionary and mandatory) $ 25,745,055 $ 27,153,503
1910 Total budgetary resources $ 28,494,294 $ 29,398,973
STATUS OF BUDGETARY RESOURCES
Obligations incurred:
Direct:
2001 Category A (by quarter) $ 23,431,813 $ 24,019,889
2002 Category B (by project) $ 2,588,369 $ 2,760,305
2004 Direct obligations (total) $ 26,020,182 $ 26,780,194
Reimbursable:
2102 Category B (by project) $ 340,879 $ 358,779
2104 Reimbursable obligations (total) $ 340,879 $ 358,779
2190 Obligations Incurred (total) $ 26,361,061 $ 27,138,973
Unobligated balance
Apportioned
2201 Available in the current period $ 1,549,523 $ 1,958,279
Unapportioned
2403 Other $ 583,710 $ 301,721
2413 Expired unobligated balance: end of year $ 583,710 $ 301,721
2490 Unobligated balance, end of year $ 2,133,233 $ 2,260,000
2500 Total budgetary resources $ 28,494,294 $ 29,398,973
CHANGE IN OBLIGATED BALANCE
Unpaid obligations:
3000 Unpaid obligations, brought forward, October 1 (gross) $ 8,377,534 $ 6,048,441
3010 Obligations incurred, unexpired accounts $ 26,075,250 $ 26,983,804
3011 Obligations incurred, expired accounts $ 285,812 $ 155,169
3020 Outlays (gross) (-) $ (25,561,603) $ (24,488,010)
3040 Recoveries of unpaid prior year igations, unexpired ts (-) $ (55,217) $ (24,404)
3041 Recoveries of unpaid prior year igations, expired () $ (453,855) $ (297,466)
Obligated balance, end of year (net):
3050 Unpaid obligations, end of year $ 8,667,921 $ 8,377,534
Uncollected payments:
3060 Uncollected pymts, Fed sources, brought forward, Oct 1 (-) $ (87,562) $ (79,139)
3070 Change in uncollected pymts, Fed sources, unexpired accounts (+ or -) $ (89,320) $ (50,548)
3071 Change in uncollected pymts, Fed sources, expired accounts (+ or -) $ 73,560 $ 42,124
Obligated balance, end of year (net):
3090 Uncollected pymts, Fed sources, end of year (-) $ (103,323) $ (87,562)
3100 Obligated balance, start of year $ 8,289,972 $ 5,969,302
3200 Obligated balance, end of year $ 8,564,598 $ 8,289,972
BUDGET AUTHORITY AND OUTLAYS, NET
Discretionary:
Gross budget authority and outlays:
4000 Budget authority, gross $ 25,745,055 $ 27,153,503
4010 Outlays from new discretionary authority $ 19,090,385 $ 19,551,961
4011 Outlays from discretionary balances $ 6,471,218 $ 4,936,049
4020 Outlays, gross (total) $ 25,561,603 $ 24,488,010
Offsets against gross budget authority and outlays:
Offsetting collections (collected) from:
4030 Federal sources (-) $ (257,072) $ (281,823)
4033 Non-Federal sources (-) $ (72,386) $ (74,905)
4040 Offsets against gross budget authority and outlays (total) (-) $ (329,459) $ (356,729)
Additional offsets against gross budget authority only:
4050 Change in Il dct p ts from Federal sources (unexpired accounts) (+or-) $ (89,320) $ (50,548)
4051 Change in llected cu K ts from Federal sources (expired accounts) (+ or -) $ 73,560 $ 42,124
4060 Additional offsets against budget authority only (total) $ (15,760) $ (8,423)
4070 Budget authority, net (discretionary) $ 25,399,836 $ 26,788,351
4080 Outlays, net (discretionary) $ 25,232,145 $ 24,131,281
Budget authority and outlays, net (total)
4180 Budget authority, net (discretionary and mandatory) $ 25,399,836 $ 26,788,351
4190 Outlays, net (discretionary and mandatory) $ 25,232,145 $ 24,131,281
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Notes to the General Fund Schedule of Budgetary Activity

Background

Marine Corps leadership has entered into agreement with the Department of Defense, Office of Inspector
General (DoDIG) to submit and provide support to a Marine Corps General Fund (USMC GF) Schedule
of Budgetary Activity audit for the fiscal year ended September 30, 2014. The Office of the Under
Secretary of Defense (Comptroller) (OUSD(C)) and the DoDIG agreement was based on results of the
attribute assessment performed by OUSD(C) Financial Improvement and Audit Readiness (FIAR) and
DoDIG review and U.S. Government Accountability Office (GAO) comments and guidance. The
following notes to the Schedule of Budgetary Activity (SBA) are an integral part of the report:

NOTE 1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

1.A. Basis of Presentation

The United States Marine Corps (USMC), a component of the Department of the Navy (DON), has
prepared the SBA to report on USMC GF appropriations warranted in FY 2014, FY 2013 and FY 2012
as highlighted in Note 1.B. The SBA has been prepared from the books and records of USMC GF, to the
extent applicable, based on U.S. generally accepted accounting principles (USGAAP) promulgated by the
Federal Accounting Standards Advisory Board, and specific guidance contained in the Treasury Financial
Manual (TFM) and the Department of Defense (DoD) Financial Management Regulation (FMR). The
SBA reports the activity of specific budgetary resources provided to the USMC and their use/status.
Primarily, the SBA reflects the funding provided (appropriations enacted, apportioned, and allotted), the
use of those funds via obligations (undelivered and delivered orders), payments and available balances
until the appropriation expires and is cancelled in the U. S. Treasury. The SBA is created using detailed
transaction information collected from the Standard Accounting, Budgeting and Reporting System
(SABRS) and the Defense Departmental Reporting System (DDRS).

1.B. Appropriations and Funds

The USMC GF receives appropriations and funds as general and special funds. These appropriations and
funds may be either provided solely to USMC GF or shared with other DON activities. The USMC GF
uses these appropriations and funds to execute its mission and subsequently reports on resource usage.
General funds are used for financial transactions funded by Congressional appropriations, including
military personnel, operation and maintenance, research and development, and procurement. Special
funds accounts are used to record government receipts reserved for a specific purpose. The
appropriations received for a specific purpose are not within the scope of the SBA.
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Appropriations and Funds included in the
Schedule of Budgetary Activity
FY 2014, FY 2013 and FY 2012 Appropriations

Appropriation Appropriation Name

Number

17 2014/2014 0735 Family Housing Operations, Navy, (FHOPS,N)

17 2013/2013 0735 Family Housing Operations, Navy, (FHOPS,N)

17 2012/2012 0735 Family Housing Operations, Navy, (FHOPS,N)

17 2014/2014 1105 Military Pay, Marine Corps (MPMC)

17 2013/2013 1105 Military Pay, Marine Corps (MPMC)

17 2012/2012 1105 Military Pay, Marine Corps (MPMC)

17 2014/2014 1106 Operation and Maintenance, Marine Corps (O&M, MC)

17 2013/2013 1106 Operation and Maintenance, Marine Corps (O&M, MC)

17 2012/2012 1106 Operation and Maintenance, Marine Corps (O&M, MC)

17 2014/2014 1107 Operation and Maintenance, Marine Corps Reserve (O&M, MCR)
17 2013/2013 1107 Operation and Maintenance, Marine Corps Reserve (O&M, MCR)
17 2012/2012 1107 Operation and Maintenance, Marine Corps Reserve (O&M, MCR)
17 2014/2014 1108 Reserve Personnel, Marine Corps (RPMC)

17 2013/2013 1108 Reserve Personnel, Marine Corps (RPMC)

17 2012/2012 1108 Reserve Personnel, Marine Corps (RPMC)

17 2014/2016 1109 Procurement, Marine Corps (PMC)

17 2013/2015 1109 Procurement, Marine Corps (PMC)

17 2012/2014 1109 Procurement, Marine Corps (PMC)

17 2014/2015 1319 Research, Development, Test, and Evaluation, Navy (RDT&E,N)
17 2013/2014 1319 Research, Development, Test, and Evaluation, Navy (RDT&E,N)
17 2012/2013 1319 Research, Development, Test, and Evaluation, Navy (RDT&E,N)
17 2014/2016 1508 Procurement, Ammunition Navy & Marine Corps (PANMC,N)
17 2013/2015 1508 Procurement, Ammunition Navy & Marine Corps (PANMC,N)
17 2012/2014 1508 Procurement, Ammunition Navy & Marine Corps (PANMC,N)

1.C. Basis of Accounting

The USMC employs accrual accounting and recognizes expenses against legal encumbrances as services
are received or rendered, whether paid or not. As such and for the purpose of the SBA, resources are
aligned against obligated balances (undelivered and delivered) where an expectation exists that a
consequent collection or outlay will result (either immediately or in the future) from action, agreement, or
delivery when recognized and realized. Many USMC GF financial and nonfinancial feeder systems and
processes were designed and implemented prior to the issuance of USGAAP. Originally, these systems
were not designed to collect and record financial information on the full accrual accounting basis as
required by USGAAP. Most USMC GF financial and nonfinancial legacy systems recorded information
primarily on a budgetary basis. Therefore, the USMC enters adjustments into its GF financial
management systems to meet all full-accrual accounting requirements.

The DoD is determining the actions required to bring financial and nonfinancial feeder systems and
processes into compliance with USGAAP. The USMC core accounting system SABRS is a transaction
driven general ledger accounting system that utilizes standardized transactions for processing. The
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USMC GF management recognizes the existence of USMC GF dependencies related to DoD financial
and nonfinancial systems. SABRS is interfaced with DoD approved business enterprise systems, such as
the Defense Travel System, Standard Procurement System, Defense Civilian Personnel System, Defense
Cash Accountability System and DDRS. These interfaces improve financial reporting and eliminate
manual recording by capturing data from the source systems. Until all USMC GF financial and
nonfinancial feeder systems and processes are updated to collect and report financial information as
required by USGAAP, USMC GF financial data will be derived from budgetary transactions, data from
nonfinancial feeder systems, and accruals.

1.D. Funds with the U.S. Treasury

The USMC GF monetary resources are maintained in U.S. Treasury accounts. The disbursing offices of
Defense Finance and Accounting Service (DFAS), the military Services, the U.S. Army Corps of
Engineers (USACE), and the Department of State’s financial service centers process the majority of
USMC GF cash collections, disbursements, and adjustments worldwide. Each disbursing station prepares
monthly reports to the U.S. Treasury on checks issued, electronic fund transfers, interagency transfers,
and deposits. In addition, DFAS sites and the USACE Finance Center submit reports to the U.S. Treasury
by appropriation on interagency transfers, collections received, and disbursements issued. The U.S.
Treasury records these transactions to the applicable Fund Balance with Treasury (FBWT) account.

1.E. Undistributed Disbursements and Collections

Undistributed disbursements and collections represent the difference between disbursements and
collections matched at the transaction level to specific obligations of undelivered and delivered orders-
unpaid in the source system and those reported by the U.S. Treasury. Supported disbursements and
collections are evidenced by corroborating documentation. In accordance to the DoD policy, USMC
allocates supported undistributed disbursements and collections between federal and nonfederal
categories based on the percentage of distributed federal and nonfederal expenses. Supported
undistributed disbursements and collections are then applied to reduce expenses accordingly. Similarly,
unsupported undistributed disbursements and collections are recorded as disbursements and collections in
transit and reduce nonfederal expenses.

1.F. Significant Accounting Estimate

The USMC developed and is utilizing a significant accounting estimate for the reporting period of FY
2014, which includes $145.9 million of un-liquidated obligations (the value after a downward adjustment
of $46.5 million), related to Transportation Account Code (TAC) Standard Document Numbers (SDNSs).
Transportation Account Code SDNs are utilized by the USMC to capture shipping costs from a number of
different sources throughout the DoD. The USMC has estimated this adjustment based on prior years’
liquidations that occurred between FY08 - FY13 and known process trends to more accurately reflect the
obligation balance at yearend. The USMC has implemented this additional step for specific SDNs to
strengthen the USMC financial presentation and compliance with all Federal and DoD regulation.
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NOTE 5. APPORTIONMENT OF OBLIGATIONS INCURRED

Obligations incurred represent the amount of direct and reimbursable obligations incurred against
amounts apportioned under Category A (CAT A) and Category B (CAT B), as defined in OMB Circular
A-11, Part 4, Instructions on Budget Execution. CAT A are apportions of budgetary resources by fiscal
quarters, i.e. quarter one (October 1 through December 31), quarter two (January 1 through March 31),
quarter three (April 1 through June 30) and quarter four (July 1 through September 30). CAT B are
apportions of budgetary resources by activity, projects, objects or a combination of these categories.

Direct Reimbursable Totals
Category A $23,431,813 $0 $23,431,813
Category B $2,588,369 $340,879 $2,929,248
Total $26,020,182 $340,879 $26,361,061

* Figures rounded to the nearest thousand dollars

NOTE 6. UNDELIVERED ORDERS AT THE END OF THE PERIOD

The Statement of Federal Financial Accounting Standards No. 7, “Accounting for Revenue and Other
Financing Sources and Concepts for Reconciling Budgetary and Financial Accounting,” states that the
amount of budgetary resources obligated for undelivered orders at the end of the period should be
disclosed. USMC’s Undelivered Orders represent obligated amounts designated for future payment of
goods and services ordered but not received.

The Undelivered Orders — Unpaid account balance includes an accrual estimate of $533.4 million
reclassified from Undelivered Orders — Unpaid account to Delivered Orders — Unpaid account in FY14.

As of 30 September 2014 and 2013 2014
'I:I"g:?OIdUndelivered Orders at the End of the $7.077.692 $7.255.755

* Figures rounded to the nearest thousand dollars
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Other Accompanying Information

D of Defense - of the Navy

United States Marine Corps - General Fund

DETAILED SCHEDULE OF BUDGETARY ACTIVITY

For Fiscal Year 2014, 2013, and 2012 Appropriations ($ in Thousands)

Unobligated balance:
1000 Uncbligated balance brought forward, October 1 s 78,168 | § 199,509( 5 132403| 5 8539 5 17,022| § 1,563,967| & 1,921,439
i transfers of i balance to or from other accounts:

1010 Unobligated balance transferred to other acoounts (-} 5 -l s -l s -1s (183)| 5 (16,469)] S (16,652}

1011 Unobligated balance transferred from other accounts 5 -l s -l s -5 242| 5 6,438| 5 6,730

1012 Unobligated balance transfers between expired and unexpired accounts 5 -|$ (1w0.000)] S -1 s -l s -1s (10,000}

Adjustments:

1020 Adjustment of unobligated balance brought forward, October 1 (+or -) B - s -ls K -l s -1s -

1021 Recoveries of prior year unpaid obligations $ 137158 s 28s449|s 13,1910 8 15.449) § 44,4235| & 494,673

1050 Unobligated balance, total s 78,168 | § 336,667 5 406,852| & 2,731 5 32,530| § 1,598,411| & 2,396,190

Expired unobligated balance available for adjustment only:

1060 Expired unobligated balance brought forward, October 1 s 31,590 | 199,509 & 132,403 | 5 8,539| 5 17,022| § -5 357473

1072 Expired uncbligated balance transfers between expired and unexpired 5 -1s (10,000)| & -1 s - s (10,000}
accounts

1081 Recoveries of prior year unpaid obligations in expired accounts. H 137,158( § 284,449| § 13,191] 5 15449| 3 -5 450,248

1089 Other expired balances withdrawn (-} s s -ls -ls s -ls -

109% Expired balance (total) s 31,590 | 326,667 & 406,852 | § 21,731( § 32471 § - % 797,721

Budget authority:

Appropriations:

Discretionary:

1100 Appropriation $ 13,544,021 % 8,767,420] 5 267,851 S 670,243 | 5 1,366,342 5 24,616,477

Nonexpenditure transfers:

1120 Appropriations transferred to other accounts (-} s (8.800)| 5 (115,200)| § -ls (46)| 5 (28,449)| 5 {148,495}

1121 Appropriations transferred from other accounts $ 34,003 S 13,835 § 185§ 35.240| S -1$ 83,353

Adjustments:

1130 Appropriations permanently reduced (-} $ (10,594)| § (8037)| $ -1 s -l s -1s (18,631}

11311 balance of appr permanently reduced (-) 5 -1s -1 s -l s -8 (12,650)| $ (12,650}

1160 Appropriation (total) 5 -|5 13,558,720|% 8,658,018 5  268,036| 5 7054375 1,329,843 $ 24,520,054

Discretionary:

1700 Collected 5 29,287| 5 291,658 5 1,080| & 2,539] 398| 5 324,963

1701 Change in uncollected customer payments from Federal sources {+or -} s 2,195 % 13,619 5 (21| s 4365 (370)| 5 15,859

1750 Spending authority from offsetting collections (total) s -5 31,483| 5 305,277| & 1,059| 2,975 5 |5 340,821

1900 Budget authority total (diseretionary and mandatery) s -|% 13,590,203|$ 8,963,295| $  269,095|$  708412| 5  1,329871| & 24,860,875

1910 Total budgetary resources 5 78,168 | § 13,926,865(5 9.370,147| $  290,835| 5 740,342 §  2,928,282| § 27,257,066

STATUS OF BUDGETARY RESOURCES

Obligations incurred:

Direct:

2001 Categery A (by guarter) $ 13,617,112| S 8,782,130| $ 2744955  725836| S -1% 23,399,574

2002 Category B (by project) 5 -1s -l s -1 s -5 n7asasz|s 1,745,492

2004 Direct obligations (total) 5 -5 13617,112|$ 8,782,130 5  274495|5  725836( 5 1,745,492 5 25,145,066

Reimbursable:

2102 Category B (by project) H 31473[ 5 00,802| 5 1,063 § 2,975) § 128 336,425

2104 Reimbursable obligations (total) s -1s 31473| 5 300,802 | & 1,063 5 2,975| § 112] % 336,425

2190 Obligations Incurred (total) s -|% 13.643585|5 9,082,933| 5 275,558 | § 728,811| § 1,745,604| $ 25,481,491

Unobligated balance

Apportioned

2201 Available in the current period H 44,769 § 47,855] § 15| 5 11725 1182677 5 1,276,687

Unapportioned

2403 Other s 78,168 | § 233,516] & 239,360| 8 15,052 § 10,959 $ -1s 498,887

2413 Expired uncbligated balance: end of year s 78,168 | § 233,516 & 239,360 | § 15,052] § 10,359| -l % 498,887

2490 Unobligated balance, end of year s 78,168 | § 273,234| § 287,215| § 15,267 § 12,131 § 1,182,677 & 1,775,574

2500 Total budgetary resources 5 78,168 | $ 13,926,869 S 9,370,147| $  290,825|S  7a0,542|$  2,928,282| $ 27,257,066

CHANGE IN OBLIGATED BALANCE

Unpaid obligations:

3000 Unpaid obligations, brought forward, October 1 (gross) s (88325)| 5 1056867|s 4,708908| s  170685|s 42,599| §  1,467,206] 5 7,446,266

3010 Obligations incurred, unexpired accounts § 13,545061| S 8,928,991| 5 268,884 § 707,293 | § 1,745,604 5 25,195,840

3011 Obligations incurred, expired accounts $ 103,524 § 153,942| 5 6,674| 5 21,512| § -1% 285,651

3020 Outlays (gross) (-] S (13,481,833)| S (8,865,158)| 5  (245,425)|$  (713,651)[S  (L431277)| S (24,737,344

3040 Recoveries of unpaid prior year obligations, unexpired accounts (-) 5 -3 -l s -l s -8 (4s,425)| & (44,425)|

3041 Recoveries of unpald prior year obligations, expired accounts () s (1371585 (284.449)| & (13,2915 (15.449) s (450,248)|

Obligated balance, end of year (net):

3050 Unpaid obligations, end of year s (88,325)| § 1,086462|5 4,642,233| 5 187,627| 5 42,309| § 1,737,109| 7,695,740

Uncollected payments:

3060 Uncollected pymts, Fed sources, brought forward, Oct 1 (-} s {1,858)| 5 (83,587)| 5 2|5 (364)| 5 (400)| & (86,207}

3070 Change in uncollected pymts, Fed sources, s {8,905)| 5 (80,007)| & (7)) s (s00}] 3m| s (89,419
unexpired accounts (#or-)

3071 Change in uncollected pymts, Fed sources, 3 6,709| $ 66,388 § 3|5 L -1s 73,560/
expired accounts (+or -}

Obligated balance, end of year (net):

3090 Uncollected pymts, Fed sources, end of year (-} 5 -5 (4.054)| 5 (97,206)| 5 3|5 (800)| 5 29| s (102,065} |

3100 Obligated balance, start of year s {88,325)| § 1,055,009 5 4,625321| 5 170,687 | & 42,235| 5 1,466,807| 7,360,059

3200 Obligated balance, end of year 5 88,325 S 1,082408|S 4,545,027| S 187,650 | S 41,510] $ 1,737,080| $ 7,593,675

BUDGET AUTHORITY AND OUTLAYS, NET

Discretionary:

Gross budget authority and outlays:

4000 Budget authority, gross s «|$§ 13,590,203| 5 8,963,295| 5 269,095 § 708,412 5 1,329,871 & 24,860,875

4010 Outlays from new discretionary authority $ 12,591,828| S 5,292,290| $ 128,877| 668,197 | 5 178,930| 5 18,860,123

4011 Outlays from discretionary balances $ 890,005| 5 3,572,868| $ 116,548 | § 45454| 5 1,252,347| 5,877,221

4020 Outlays, gross (total} K 2|5 134s1833|$ ssssass|s  2as4rs|s 73esi|s 1431277 s 24,737,324

Offsets against gross budget authority and outlays:

Offsetting collections {collected) from:

4030 Federal sources [-) s (16,100)| §  (233,139)| 5 (1,080)| § (2,539)| § (398)| 5 (253,256)|

4033 Non-Federal sources (-) $ (13,187)] §  (s38,519)| § -l s -l s -8 (71,707}

4040 Offsets against gross budget authority and outlays (total} () 5 -5 (29,237)| 5 (291.658)| S (L080)( & (2,539)| & (398)| 5 (324,963}

Additional offsets against gross budget authority only:

4050 Change in uncollected customer payments E (8.305)| $  (80,007)( (78)] $ (800)| § b (89,419)/
from Federal sources (unexpired accounts) (+or-)

4051 Change in uncollected customer payments. H 6709 5 66,388| 5 16 364| 5 -|s 73,560,
from Federal sources [expired accounts) (+or -}

4060 Additional offsets against budget authority only (total) 5 -5 {2,195)| 5 (13,619)| 5 2|5 (436)| 5 3m| s (15,859}

4070 Budget authority, net (discretionary) s «|$ 13,558,720| % 8,658,018| 5 268,036 $ 705,437 5 1,329,843 5 24,520,054

4080 Outlays, net (discretionary) E -|§ 13452546 S 8573500 5 244,345 § 711,112 5 1,430,873 5 24,412,382

Budget authority and outlays, net (total)

4180 Budget authority, net (discretionary and mandatory) s 2|5 135s8,720|s sess018|s  268036(S 7054376 1,329,843 5 24,520,054

4190 Outlays, net {discretionary and mandatory) 5 - |5 13,452,546| 6 8573,500) 5 2443455  711,112| 5 1,430,879 5 24,412,382

As reported on SF-133, Report on Budget Execution and Budgetary Resources
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D of Defense - of the Nawy

United States Marine Corps - General Fund

DETAILED SCHEDULE OF BUDGETARY ACTIVITY

For Fiscal Year 2014, 2013, and 2012 Appropriations [$ in Thousands)

Sum of Direct Audit
Sum of Shared| and Shared Adjustment
(Curr. Activity) Total
unobligated balance:
1000 Unobligated balance brought forward, October 1 s 2172| S 198,876 | & 59,345| S 260,393| $ 2,181,832 $ 2,260,000
Nonexpenditure transfers of unobligated balance to or from other accounts:
1010 Unobligated balance transferred to other accounts (-] s -5 -5 -|s B E] (16,652)| s 16,652)|
1011 Unobligated balance transferred from other accounts 3 -1s -l s -1s -5 6,730 H 6,730
1012 Unobligated balance transfers between expired and unexpired accounts s -5 89| 5 s 89 s {9,911) 5 i9.911)
Adjustments:
1020 Adjustment of unobligated balance brought forward, Gctaber 1 (# or -) $ BE s s s - 5 -
1021 Recoveries of prior year unpaid obligations E] 34208 11,878 $ 2,180| & 14,399| 5 509,072 s 509,072
1050 Unobligated balance, total $ 2514)| S 210,842 | § 61,525| S 274,882| 5 2,671,072 $ 2,749,239
Expired unobligated balance available for adjustment only:
1060 Expired uncbligated balance brought forward, October 1 - 21725 955| & -5 3,128| % 360,601 | s 392,191
1072 Expired unobligated balance transfers between expired and unexpired s -ls -ls -1ls -ls (10,000)| s (10,000)|
accounts
1081 Recoveries of prior year unpaid obligations in expired accounts s 342| s 3,266| S -1s 3,608| § 453,855 s 453,855
1089 Other expired balances withdrawn (-} 3 - -l s -1s NE - H -
1099 Expired balance (total) H 2,514] & 4221 %5 -|s 6,735| § 804,456, s 836,046
Budget authority:
Appropriations:
Discretionary:
1100 Appropriation s 33,750| 5 684,558 5 161,47 s £79,732| § 25,496,259 $ 25,496,259
Nonexpenditure transfers:
1120 Appropriations transferred to other accounts (-) s -l s -1 s s -5 (148,435)) 5 (148,495)
1121 Appropriations transferred from other accounts 5 s -l s |5 83,353 $ 83,353
Adjustment:
1130 Appropriations permanently reduced (-} s - -3 S E HE (18,631)) $ (18,631))
1131 Unobligated balance of appropriations permanently reduced (-) $ -l s B E -ls (12,650)| s (12,650)
1160 Appropriation (total) k] 33,750 § 684,558 $ 161,474 S 879,782| § 25,399,836 $ 25,399,836
Discretionary:
1700 Collected H 680 645( § 3T s 4,496] § 329,459 H 329,459
1701 Change in uncollected customer payments from Federal sources (+or-) 5 (4] K3 (619)] 5 sa|s (98)| & 15,760 s 15,760
1750 Spending authority from offsetting collections (total) s 673 s 26| 5 3,692| 5 4,397| § 345,219 s 345,219
1900 Budget authority total (discretionary and mandatcry) B 344295 684584[5 1651665 884,179) § 25,745,085 $ 25,745,055
1910 Total budgetary resoureas 5 36,944) § 895,427| § 226,690| 5 1,159,061| § 28,416,127 S 28,494,294
STATUS OF BUDGETARY RESOURCES
Obligations incurred:
Direct:
2001 Category A (by quarter) 5 az239| ¢ -l -ls 32,238| § 23,431,813 $ 23,431,813
2002 Category B by project) H -ls  ssis24|$  1s1083§ 842,877) § 2,588,369 $ 2,588,369
2004 Direct obligations (total) E] 32,239| & 681,824 § 161,053 $ 875,116 $ 26,020,182 $ 26,020,182
Reimbursable:
2102 Category B (by project) 5 699 s 63| s 3692| ¢ a4s4| § 340,879 $ 340,879
2104 Reimbursable obligations (total) s 693 5 63| s 3,692| 5 4454| 5 340,879 s 340,879
2130 Obligations Incurred [total) H azs38| s  esneE7|s  1sa,744|s £79,570| § 26,361,061 S 26,361,061
Unobligated balance
Apportioned
2201 Available in the current period $ 1573 5 209,312 5 61,346) & 272,837| 8 1,549,523 § 1,549,523
Unapportioned
2403 Other $ 2,427| S 4,228( 5 N E 6,654] 5 505,542 s 583,710
2413 Expired unobligated balance: end of year $ 2427| S a228| $ -1% 6,654| S 505,542 E 583,710
2490 Unobligated balance, end of year S 4,005 213,540 5 61,346| S 279491| § 2,055,065 S 2,133,233
2500 Total budgetary resources S 36944 §  895427|$  226690| S  1,159,061| $ 28,416,127 $ 28,434,294
CHANGE IN OBLIGATED BALANCE
Unpaid obligations:
3000 Unpaid obligations, brought forward, October 1 (gross) s 11,574 §  461,303| S S546,716( §  1,019,593| § 8,465,859 $ 8,377,534
3010 Obligations incurred, unexpired accounts s 32,860| $ 681,805 S 164,744| S 879,410| $ 26,075,250 $ 26,075,250
3011 Obligations incurred, expired accounts s 78l S 82| s -5 60| $ 285,812 s 285,812
3020 Outlays (gross) {-) 3 (25,242)| 5 (664,737)| 5 (134,220)| 5 (824,259)| § (25,561,603)) % (25,561,603)
3040 Recoveries of unpaid prior year obligations, unexpired accounts (-) L] -15 (8.,612)| & (2.180)| $ (10,792)| § 155,217)| $ (55,217)|
3041 Recoveries of unpaid prior year obligations, expired accounts (-} 5 (342)| 5 (2,266)] S -5 (3,608)| 5 (453,835)) $  (453,855)
Obligated balance, end of year (net):
3050 Unpaid obligations, end of year H 18928 §  466516| S  575,061| S 1,060,505 5 8,756,245 § 8667921
Uncollected payments:
3060 Uncollected pymts, Fed sources, brought forward, Oct 1(-) 5 -ls (641)| 5 (ra)f s (1,356)[ & (87,562)| s (87,562)|
3070 Change in uncollected pymts, Fed sources, 5 ofs 619 5 (s21)| $ 983 (89,320) S (89,320)
unexpired accounts (+or -}
3071 Change in uncollected pymts, Fed sources, s -1s -ls -1s -l s 73,560 $ 73,560
expired accounts (+or =)
Obligated balance, end of year (net):
3090 Uncollected pymts, Fed sources, end of year (-) $ ols (23)| s (1235 (1,257)|§ (103,323)] $  (103,323)
igated balance, start of year s 11,574) § 460,661 5 546,002| 1,018,237 § 8,378,297 $ 8289972
ted balance, end of year £ 18929|5  466493|5  573.826| 5 1,059,248 5 8,652,522 $ 8,564,598
BUDGET AUTHORITY AND OUTLAYS, NET
Discretionary:
Gross budget authority and outlays:
4000 Budget authority, gross H 34429 5 684,584 5 165166 5 884,179| § 25,745,055 $ 25,745,055
4010 Outlays from new discretionary authority 5 17,787| & 198,954 | 5 13,521 & 230,262| § 19,090,385 $ 19,090,335
4011 Outlays from discretionary balances H 7455| 5 465,842| § 120,699 5 593,997| § 6,471,218 $ 647,218
4020 Outlays, gross (total) 5 252425 64,7975 134.220( 8 824,259| § 25,561,603 $ 25,561,603
Offsets against gross budget authority and outlays:
Offsetting collections (collected) from:
4030 Federal sources () s o]s (645)| & (3171 $ (3,816)| s (257,072 s (257,072)
4033 Non-Federal sources (-] s 679)| S -5 Bk 67)| 5 (72,386)| s (72,386)|
4040 Offsets against gross budget authority and outlays (total) (-) 3 (680)) 5 (645)| 5 317)) 5 (4,496)| 5 (329,459)| S (329.459)
Additional offsets against gross budget authority only:
4050 Change in uncollected customer payments s ols 619 5 (521)| 5 9|5 (89,320) s (89,320
from Federal sources (unexpired accounts) (+or -)
4051 Change in uncollected customer payments H -1 s -5 -5 -5 73,560 H 73,560
from Federal sources (expired accounts) (+or -)
4060 Additional offsets against budget authority only (total) $ ofs 619| % (s21)] 98| s (15,760)| S (15,760),
4070 Budget authority, net (discretionary) E 33,750 § 684,558 | $ 161,474 S 879,782| § 25,399,836 $ 25,399,836
4080 Outlays, net (discretionary) H 24,562| 5 664,151| 5  131,008] s 819,763| § 25,232,145 $ 25,232,145
Budget authority and outlays, net [total)
4130 Budget authority, net (discretionary and mandatory) s 33,750| § 684,558 § 161,474| & 879,782| § 25,399,336 $ 25,399,836
4150 Outlays, net (discretionary and ¥) s 24,562] 5 664,151|5  13.,049] § $19,763| § 25,232,145 $ 25,232,145

As reported on SF-133, Report on Budget Execution and Budgetary Resources
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DoDIG Transmittal

INSPECTOR GEMERAL
DEPARTMENT OF DEFENSE
4800 MARK CENTER DRIVE
ALEXANDRIA, VIRGINIA 22350-1500

April 24, 2015

MEMORANDUM FOR UNDER SECRETARY OF DEFENSE (COMPTROLLER)/
CHIEF FINANCIAL OFFICER, DOD
COMMANDANT OF THE MARINE CORPS
ASSISTANT SECRETARY OF THE NAVY (FINANCIAL MANAGEMENT
AND COMFTROLLER)
DIRECTOR, DEFENSE FIMANCE ACCOUNTING SERVICE
NAVAL INSPECTOR GENERAL

SUEJECT: Transmittal of the Disclaimer of Opinion on the United States Marine Corps FY 2014
Statement of Budgetary Activity [Report No. DODIG-2015-113)

We contracted with the independent public accounting firm of Grant Thomton to audit the
United States Marine Corps [USMC) FY 2014 Statement of Budgetary Activity [SBA] as of
September 30, 2014. The contract required Grant Thornton to conduct the audit in accordance
with 1.5, penerally accepted government auditing standards [GAGAS) and Office of Management
and Budget audit guidance. Grant Thornton's Independent Auditor's Report is attached.

Grant Thornton's audit resulted in a disclaimer of opinion. Grant Thornton could not obtain
sufficient, competent evidential matter on transactions currently recorded in DoD-wide clearing
accounts by the USMC's accounting service provider. As a result, Grant Thornton could not
conclude whether material USMC transactions included within these DoD-wide dearing
accounts were appropriately omitted from the September 30, 2014, peneral fund SBA.
Accordingly, Grant Thornton did not express an opinion on the USMC FY 2014 SBA as

of September 30, 2014.

In connection with the contract, we reviewed Grant Thornton's report and related documentation
and discussed the audit results with Grant Thornton representatives. Our review, as differentiated
from an audit in accordance with GAGAS, was not intended to enable us to express, and we

did not express:

*  an opinion on the USMC FY 2014 SBA;
= poncusions about the effectiveness of internal control;

*  an opinion on whether the USMC's financial systems substantially complied with the
“Federal Financial Management Improvement Act of 1996:" or

= conclusions on whether USMC complied with laws and regulations.

www.marines.mil @
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Grant Thornton is responsible for the attached auditor's report, dated April 24, 2015, and the
conchisions expressed in the report. However, our review disclosed no instances in which
Grant Thormton did not comply, in all material respects, with GAGAS.

We appreciate the courtesies extended to the staff. Flease direct questions to me at
(703) 601-5945.

4 = 1
R - I"'rs“"-ﬁ"i';{

Lorin T. Venable, CPA
Assistant Inspector General
Financial Management and Reporting

Attachments:
As stated
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Independent Auditor’s Report

o GrantThornton

Serarrl Thoernios LLP
33 Jahe Caryie Bl

REPORT OF INDEPENDENT CERTIFIED PUBLIC ACCOUNTANTS :.n:'iu,um
T TE3.547 4400
FTEga3T 4407
e Chesn Tharrion.com
Fizcal Director

United States Alarine Corps

Report on the schedule of budgetary activity

We were engapad by the Deparment of Defense (Dol Offes of the Inspector General to andit
the accompanying fiscal year 2014 general fond schedule of budgetary activty (SBA) of the
United States Marnne Corps (AMarne Corps) for the year ended September 30, 2014 and the
related notes to the finaneial schednle.

Management's responsbility for the financial statements

Aanzpement i= responsible for the preparation amd fair presentation of the SBA In accordance
with accounting principles penerally accepied in the United S@tes of Amerdica; this inclndes the
desipn, implementation and maintenance of internal control relevant to the preparation and fair
preseniztion of the schedule that is free from matenal misstatement, whether due to frand or
[= s "l

Auditor's responsibility

Crar responcsibifity is to express an opinion on the SBEA based on condocting the andit in
accordance with anditing standards penerlly accepted in the United States of America, the
standards applicable to finanecial andirs contained in Covermment Aaditing Tiandards issned by the
Compiroller General of the United Smtes, as well as the Criffice of Manapement and Budper
(OhfB} Bolletin MNo. 14-02, dwdl Esguiresrenis for Foderal Financial Sizrements. However, because of
the maiter described in the basis for disclaimer of opinion paragraph, we were not able to obtain
sufficient approprate andit evidence to provide a basis for an andit opinion.

Basis for disclaimer of opinion

We were unable to obitain sufficient, competent evidential matier regarding iransacions oorreniiy
recorded in DvolD-wide dearing accoonts by the Alarine Corps’ accounting service provider to
wide clearing accounts were appropriately recorded in the fscal year 2014 peneral fond SBA fior
the year ended Sepramber 30, 2014

Shewrd Thorwion LLP
U5 resmbar e = Geend Thorsor erssieesl Lid
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o GrantThornton 2

Disclaimer of opinicn

Becansze of the sipnificance of the matter descobed in the basis for disclaimer of opinion
paragraph, we have not been able to cobiain sufficient approprate andit evidence to provide a
basis for an andir opinion. Accordingly, we do not express an opimion on the fiseal year 2014
peneral fund SBA for the year ended September 30, 200 4.

Matter of emphasis.

The statement of bodgetary resomrces (SBR) provides information about how budgetary
resources were made available, as well as their stams at the end of the period for all unexpired
and expired appropriztions. The 5BA presents less financisl information than an SER.
Specifically, a5 described in note 1 to the peneral fund SBA, the SBA only presents information
relared 1o appropriatons (inchiding shared appropriations) beginning with the fseal year 2012
We were enpased to andit the Gscal year 2014 SBA instead of a foll-scope andit of the SER.

Oiher matters

We were enpaged for the purpose of forming an opinion on the fseal year 2014 peneral fond
SBA. The Manapement's Discussion and Anabysis (MD8z4), incloded in the AFR, is presented
for purposes of additional analysis and is not a required part of the SBA, but is supplementary
information required by the Pederal Acoounting Standards Advisory Board and OMEB Circular
A-136, Finanoal Beporting REeguirements. Becanse of the sipnificance of the matter in the basis for
disclaimer of opinion parzpraph it is imappropriate to and we do not express an opinion on this
supplementary information.

Oidher information

We were enpaged for the purpose of forming an opinion on the fseal year 2014 general fond
SBA The messape from the Piscal Director of the Marne Corps, inclnded in the AFR, is
presented for purposes of additional analysis and is not a reguired part of the SBA. Such
information has mot been subjected to the aoditing procedures applied in the audit of the SBA,
and acoordingly, we express no opinion om it

Cror report is intended solely for the information and ose of manzpement of the MMarine Corps,
the Dol Office of the Inspector General, the OME, the Government Accountability Office and
Conpress and is not intended o be and should not be used by anyone other than these specifed

parties.

Report on internal control over financial reporting

In planning and performing our aadit of the peneral fond SBA for the year ended September 30,
2014, we conszidered the Aarme Corps” internal control orer fimancial reporting (internal control)
o determine the mdit procedores that are approprate in the circumstances for the purpose of
expressing our opinion on the SBA, bot not for the purpose of expressing an opinion on the
effectiveness of the hMarine Corps’ internal control Accordingly, we do not express an opinion
on the effectiveness of the Marine Corps” infernal control. We did not test all internal confrols

relevant to operating objectives as broadly defined by the Fasens! Mawapers” Finangal Inteprity o of
1952

Sheand Thorsion LLP
1% membar fre of Grand Thomios messicns lid
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A deficiency in intemal control exists when the desipn or operation of 2 control does not allow
management of emplovess, in the nommal course of performing their assigned functions, to
prevent, or detect amd correct, misstatements om 3 timely basis. A material weakmess is a
deficiency, or a combination of deficiences, in internal contrel, such that there is a reasonable
possibility that 2 material misstatement of the entity’s financial statements will not be prevented,
or detected and cooected, oo a tmely basis. A sipnificant deficiency s a deficiency, or a
combination of deficlencies, n internal comtrol that is less severs than a materal weakness, yet
imporant enough to merit attention by those charped with povemance.

Cror eonsideration of internal control was for the limited purpose descrbed in the first paragraph
of this section and was not desipned to identify all deficiencies in internal control that might be
deficiencies may exist that were not identified We identified certain deficiencies in internal
control which are deseribed belowr.

Material weakness #1 - Lack of Marmne Corps owersight ower Defense Finance and Accounting
Service (DFAS)

provider, DFAS. For several business processes, inchding collections and outlays, the Alarine
Corps relies on DFAS for inmtiaton, authorization, processimg, recording and reporting of
account for transacions properdy, monitor issunes and perform research and reconciliation
fonctions without sufficient MMarine Corps reviews in place. While the execution of these
fonctions by the service provider is acceptable, the AMarine Corps is acoountable and responsible
for the accuracy of the wancactions and the associated reporting. As soch it is imperatiee that
Marine Corps have an nnderstanding of DFAS" controls relared to these activities as well as irs
multiple weaknesses related to the work performed by DFAS on behalf of the Marine Corps that
went undetected and mneomected in fGscal year 2014, The issnes are summarized below.

L TEM:ﬁmCulpimEEMtMWippmpﬁlmpmsmimiIﬂlmdmhmm
recorded in clearing acoounts. As a result, the Marine Corps® SBA may be misstated. A clearing
account temporarily holds collections or cotays awaiting research and comection, until they
can be posted to the proper appropriation. On behalf of the Marne Corps and other DolD
organizations, DFAS manapes several DoD-wide clearing accounts incloding: 3875 - “Budget
Clearing Aceount (suspense)”, 3880 — “Unavailable Check Cancellations and Crrerpaymenis
(suspense)”, and 3885 — “Undistdbuted Intrapovernmental Payments”. These DoD-wide
clearing accounts exist for the Department of the Navy (17), Depariment of the Armmy (21},
Dieparment of the Air Force (57) and the Orther Defense Organizations (97). Addifionally,
there are sub-acocoonts under some of the clearing acoounts. For example, an account coukl
be nombered 17.3885.0 or 17.3885.7. Incloding department codes, and suob-accounts, DFAS
dedicated to their use. Instead hMarine Corps transactions are recorded in Department of MNavy
nleaﬁngmum.ﬂnﬁngummﬁng,mmmdmmwﬁmfmilﬂ?mﬂﬁmwhmDFﬁE

Crmnd Thorsios LLP
15 rarsbar frr of Gand Thorsios Eersicrsi Lid
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disbursed funds directly fromn cearing account 3885 in Awvpnst 2014 and did not clear It from
the clearing account until October 2014. As a result, this outlay was not reported on the SBA
as of September 30, 2014.

mwc@sMMWmmﬁmmmmmm
wide clearing acoounts. We were able to confirm the balances in the accounts to Govermment-
wide accounting reports from the Deparment of Treasury. However, the total amounts in the
detail files did not apree to the balance of the acoounts. Addifionally, we did not have sufficient
Information to be confident that our identification of transactions as eollections or outlays was
accurate. As a result, the amounis described m this finding are not audited and cannot be relied
upon as accurate. The twenty accounts reported had combined net balances in excess of
$3130d as of September 30, 2014. The §3130I balance is the net of the collection and outlay
transactions recorded in the account. The collection transactons totalled §6.48 and the outlay
transactions totalled $6.1E.

In additicn, we noted that neither the AMarine Corps nor DFAS research andd clear the clearing
2011-06 and the Dol Financial Management Regnlation (FAIR). Also, the hMarne Corps does
mot have a documented process for monitoring DPAS® reconciliation of these aceponts to
in the proper acconnting period. When reviewing the detailed files, we noted that of the $31. 300
recorded in the acconnts, some amounts were recorded prior to fiseal year 2012 bur we were
unable to determine the vaboe of these transactions. Some of these transactions appear 1o have
been recorded in the clearing account in 1938, Since the fscal year 2014 SBA only contuins
activity that occornred in that fiscal year related to appropriatons beginning with the fiscal year
2012, trancactions ocenrnng prior to fscal year 2012 are not incloded in the fiscal year 2014
SBA. Uptil research and reconciliation is completed, the Marne Corps and DEPAS are unable
to determine whether the transactions in these dearing accounts belong to the Aarine Corps
or another agency. Therefore, Marne Corps outlays and collections may be matedally
undersiated at year-end.

* We identified a $25M manmal outlay from appropriaton 1105, “Afiliary Personnel, Aarine
Corps”, to account &026, “Pay of the Marines Corps, Deposit Pund™ during our testing of the
military payroll reconciliation. The 6026 account is 2 deposit acconnt for funds collected from
individnal Marines who are on permanent duty assignment overseas. The fimds n the G026
account are manaped by DEFAS. In fscal year 2013, DFAS identified approximately a §41
million shortfall in the 6026 account and requoested the fonds ffom the Marne Corps to
replenish that account In response to this request, the AMarine Corps disbursed $25A in fscal
vear 2014 from appropriation 1105 to account 6026 However, the Marne Corps did not
obtain from DPAS supporting documentation, reconcliations or detailed sehedules to support
the shortfall noted by DFAS to ensure the disbursed amount was valid.

* DFAS incorrectly processed a vendor credit owed to the harine Corps to the Deparment of

ﬂ:.eA:m;nThemditmrmnsﬁmdmﬂuM:ﬁmCurpim an Intra-govermment Payment
and Collection voucher crossing fiscal years. While the result was that the transaction was

Shrwnd Thormion LLP
% mernbar i of Grand Thorsion riersionsi Lid
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after the fact represents a material control weakness.

Recommendations

While this issue has Dol -wide implications, the hlarine Corps is responsible for the accuracy of
its reported financial information. ‘Therefiore, in order to address the risks to the Marine Corps’
finanecial information noted in the marerial weakness, Marine Corps management shoold not onky
work with the Office of the Under Secretary of Defense (Comptroller) to address the broader
Department wide issue, they shonld also consider the following:

* The MMarne Corps should monitor whether DFAS is researching, reconciling and dearing
transactions recorded in clearing aceoonts in a imely manner.

* ‘The Marine Corps should implement a standardized process to pedodically review transactions
posted by DEFAS to the Marine Corps’ peneral ledeer from the clearing acopunts B0 ensure they
are valid and acourately recorded. This process should inclnde formal dispute procedures to
ensure discrepancies are researched and reconciled in a timely manmer.

# ‘The harine Corps shouold update its service level apreement with DFAS to cleardy cuotline what
controls are performed by DEAS and what compensating nser controls the Marine Corps has
in place.

* The Marine Corps shounld perform an independent anatyzis of their deposit fonds to ensure
fumids reported are appropriate and sufficient

Material weakness #2 — Inadequate management review and owversight of Marnine Corps” financial
reporting

“While performing our audit procedures, we identified deficiencies in manasement™s review and
oversight of Aarine Corps financial reporting. Specifically, we found thar Aarine Corps
manapement review and oversight falled to (1) identify fond balance with treasury (FEwT)
reconciliation errors, () ensure the tinely and accurate recording of transactions and (3) propedy
prepare anid present the SEA. A detailed description of these errors is provided below.

Fund balance with freasury reconciiaiion emors

Fer the Department of Treasury’s TFM, federal apencies mmst reconcile their United States
Standard General Ledger (ITS5GL) account 1010, “Fund Balanee With Treasury,” and any related
subacoounrs with the povernment-wide accounting Account Satement om 3 minimmm of a
monthly basis. They must review those accounts each month to maintzin the accuracy and
FBwT reconciliations. We identified a lack of management oversipht and review procedures that
resulted in pumerons emors that went uncorrected by management. The bullet points belowr
provide examples of the reconciliation errors we kentified.

Chrwnd Thormios LLP
115 mambtar fre of Gond Thorsion i Lid
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* The September 30, 2014 genersl ledger amonnt for USS3GEL account 4902 “Deliversd Crders,
Ohbligations FPaid™ included in the FBwT reconciliation did not agree to the September 30,
2014 Standard Aecounting. Budgeting, and Feporting System (SABRS) general ledper balance.
This was doe to the reconciliztion containing the sum of US3GL accounts 4902 and 4972
“Downward Adpsments of Poor-Year Paid Deliversd Cwrders - Oblipations, Refunds
Collected™. As a result, the reconciliation contaimed emors that were unresolved by hlarine
Corps managerment.

* The line item balances nsed in the FEwT reconciliation did not apree to amounts reflected on
mESE&Tha:sdnemﬂELﬁﬁneﬂorpsmd:sﬂfpingmﬂaﬂimsmmfm
appropoations with aboormal balances. As a result, the reconciliation did not agree to balances
reflected on the SBA as of September 30, 2014 and the error went undetected by Marine Corps
managrement.

* ‘The Marine Corps inconrectly accounted for unmatched wansactions. Unmatched transactions
represent outlays and collections where a comresponding oblipation could not be identified.
MMDDTsmmrmm:tdmduuﬂmtgrmhm:ﬁngﬁmpdmyeumﬂM
total from the gross unmatched detail fle rather than accounting for the actal balances within
the derail file by fiscal vear in the FEwT reconciliation Transactions are cleared from the
unmatched file once errors are reschred and the outlay or collection is marched in SABRS. As
such, the onmatched balance on the reconciliation does not provide a tue representtion of
the unmatched tTanzactions remaining on the unmarched fle thar have not been matched 1o
an oblipation in SABRS and cleared from the report

- ﬁlmmﬁmpmﬂmuchumsemmm@mﬂdhﬁpurﬁnnufmmﬂmﬁﬂamn
at September 30, 2014 that pertained to the fscal year 2013 appropriations. Late registry
transactions represent tming differences between the Drefense Cash Accountability System
(DMCAS) and the Department of Treasury. Therefore, the joumal vouchers impacting the

contains the detail of the daily transactions recorded in DCAS, the MhMarine Corps disbursing
system. ‘The issue was cansed by the DCAS A02T monthly file not matching the monthly and
daily/delta files, requiring correcting joumal vouchers to be recorded. As a result, the FEw'T
reconciliation does not reflect the acoual posting media balances per the supporting posting
media detail file

These errors were discomersd in the conrse of our andit, rather than being detected by the Alarne
Corps. Althooph the amonnts involred were individnally immarerial, in the apprepate, the failore
o identify these errors constitures 2 marerial weakness in inrernal eontrols.

Lack of imely and accurade recording of fransactions

The recording of transactions in a timely manner is essentizl to effective financial management
and reporting. During the performance of our andit procedures, we noted several enrors related
o the timing of the harine Corps’ recording of oblisations. In sonwe cases, the MMarine Corps
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recorded oblipations prior to execution of the related supporting documentation. For the estinate
which doves the oblipation related to the transportation of things (T'OT) process, the MMarine
Corps did not prepare the analysis to the support the obligation for over four months after the
end of the fiscal vear. In numerous cases, the MMarne Corps records outlays pror to the related
obligations or expenses and comects this after the fact Defails reparding these conditions are
beloe.

* The hMarne Corps oblipates fumds based on anthorized oblipating docoments such as signed
contracts and orders. The obligation amounts associated with these documents shouold be
recorded o the Marne Corps aceounting records afer the oblipating agreement, soch as a
Corps. The DoD} FAMRE requires that obligations be recorded within 10 days of being legally
incurred. We noted obligations posted prior to the oblipating docoments being sipned. We also
noted 55 out of 1,220 instances where the Marine Corps posted oblipations to SABRS more
than 10 days afier the obligating document was completed.

appropriate amount of obligations are recorded for the TOT process. The Marine Corps uses
an estimation methodology to account for obligations related to the TOT business process.
The estimation methodolopy is based on histodcal Eguidation trends which enables AMarine
Corps manapement to assess the reasonableness of its TOT obligations and if necessary,
propedy adjost its peneral ledper accounts to reflect 2 more accurate oblipation amount for
TOT. Por fiscal year 2014, the estimation analysis was not completed during the fiscal year or
during the year-end close process. Rather, the Marne Corps performed and reviewed the
analysis in Pebumary 2015, over four months after the end of fiscal year 2014, Due to this delay
In performing the analrsis, adjostments to the Marne Corps estimated oblipations, if required,
would not be inchoded in the financial statements ohginally provided to the anditors.

* The MMarine Corps records outlays poor to recording expenses and obligations, even in
sibpations where an advance was pot paid. Statement of Federal Financial Accounting
Standards (SFFAS) 1, “Accounting for Selected Asset and Liabilities™ requires that oblipations
and expentes be recorded when incurred. Oblipations and expenses are meurred poor to
payment unless an advance is provided. To commect these issues, the AMarine Corps records a
larpe guantity of journal voochers each month representing material amounts of oblipations
and expenses. These joumal vonchers are based on outlay data recorded in SABRS rather than
on ndividual support documentation. As such, Marine Corps manspement cannot validate
that these joumal vouchers represent valid obligations or expenses but rather assumes that the
outlays were valid for purposes of recording the joumnal vowchers. This could result in
misstatements to the Marine Corps® obligations, expenses and receivables.

Without a robust review process to detect these timing issues, material emors may not be
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improper preparation and presenfafion of the SBA4

The completeness and accuracy of the SBA is vitally important to provide readers with reliable
financial infommation abouat an orpanization. The AManne Corps, in conjunction with DIFAS,
prepares guarterly and anmuoal fnancial statements. Our andit identified nomerons errors ot

previously recognized and comected as :m&ukufmymm:gem&n!rﬁiﬁnpmmedmi’hehﬂ]lﬂt

* T'wo line items were excnded from the SBA. Specific lines omitted from the SBA were 2190
“Oblipations incurred™ and 2413 “Expired unobligated balance: end of year”. The cmissions
mmuﬁmwwdﬂmmemﬂmﬂﬂmmwm
the preparation of the quarterly and year-end SBA and SF-133s “Report on Bodeet Execution
and Budgetary Besource™. Line 2190 is a summary line that totals all ohlirations imcurred Line
2413 contains the amount of expired unoblipared balances that have not been nsed for walid

* The Marine Corps developed and used an estimation methodolopy for the disclosure of
undelivered orders in the notes to the SBA. The methodolopy was developed after the anditors
Informed the Marine Corps of the required disclosure, required nomerous revisions and did
mtpmﬁdejmﬁﬁcﬂmfmﬁg;ﬂ.ﬁ:mtmm:gmmt:ssﬂmpﬂ:ﬂihﬁﬁm;ﬁun
methodology was necessary doe to failnres in obtaining receipt and acceptance documentation,
and doe to the lack of a systematic accrmal methodology to accme expenses wihen they are
incurred. These conditions resulted in a misstatement of andelivered orders.

* MNumerons emcrs were noted in the drafr Anmnal Finaneial Report (AFE) which inchedes the
SEA. Errors in the SBA inchided ineorrect beginning balance: bronght forward, inaecurate
languzpe regarding anditor adjnsiments cn the SBA and subtotals and totals that were not
mathematically accurate. Errors in the APR, cutsikde of the SBA, incloded missing agency head
messape required by OLE Circolar A-1236 and missing assurance statement required by A-136.

Fecommendations
In order to mitizate the risks noted in this material weakness, management should consider the
following:

* Improve the Marine Corps manasement FeTiew DroOcesses OTel Ieooournng actvities such as
monthly FEwT reconciliations, qoarterty schedule preparation, anmmal TOT estimation
analysis and the annmal preparation of the AFE

* Develop 3 comprehensive month-end, gquarter-end amd year-end close-out process. This
process should imchnde a checklist of activities that rmst be perfoomed, assign respomncibility
for preparation and review of each activity as well as establish due dates to ensure the gpeneral
lediger and trial balance are presented fairly.

* Implement monitoring cootrols over the recording of tansaction to ensure that all
transactions are properly recorded in a timely moanner.
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Material weakness #3 — Improper application of federal accounting standards and guidelines.

The Marine Corps does not follow proper accounting ponciples when recording varous types of
fransactions. We identified numerons transactions recorded in the peneral ledper which did not
immaterial in the agprepate, the failore to identify these errors represent 2 material weakness in
internal control The failure to follow proper puidance cansed multiple lnes of the SBA and a
related footnote to confain misstaternents. Examples of improper application of accounting

* The Marine Corps does not properly account for fonds received through special measures
apreements. When the Aarine Corps receives payments fom the Odiher Defense
Crrpanizations Pund as a result of special measores agreements between the Depariment of
State and foreipn povernments, the harine Corps records the transaction as a refund mather
than a collection. OME Circular A-11, Preparaon, Taberiooien, aad Exeodion of the Budpet, defines
refimds a5 a repayment of an excess payment that is directly related to previons oblipations
and outlays. The special measures apreements transactions are not repayments; they are
transfers from another fund The proper treatment of this transaction is to classify the
transaction as a collection. The definition of “collections™ per OMB Circolar A-11 includes
“business-like transactions with the public, incloding payments from the public in exchange
for poods and services™ As a result of the MMarine Corps’ cumrent accounting ireainment
oblipations, cutlays and collections are understated.

* The Marine Corps does not propedy account for upward and dowmerard adjustments of poor
yvear unpaid oblipations. Adjostments are mitially reconded to USSGL 4801 and 4801, An
automated systemic process then analyzes the pet chanpge in the oblipation and expense
balances at the Standard Document INomber [SDIN) level and a joumal voocher is wsed to
record an upward or dowoward adjostment. This process is mited by the fact that uporard
and downward adjostments are netted OJME pusdance states that upward and dowoward
adjustments of prior year unpaid obligations are reported separately. Downrrard adjostments
are reported on line 1021 “Eecoveres of Poor Year Oblipations™ while upward adjnstments
are reported on lines 3010 and 3011 “Obligations Tncurred”. Additionally, Department of the
Treasury Burean of the Piscal Service transaction codes indicate that adjustments should be
recorded at the transaction level. Eecording the inifial transactions in TUSSGL 4301 and 4001

Is not proper accounting treatment. Az a result of the Marme Corps current acconnfing
treatment, both oblipations incorred and recoveres may be over of understated.

* The Marne Corps does not record a receivable when they identify an overpayment associated
with military payroll. As such, when the Marine Corps collects a military payroll associated
debt, they record the fransaction as a nepative liquidation rather than the collection of a
receivable. They record the transaction in this manner due to the fact that they wiew the
collection as a refund OME Cipcular A-11 defines refunds as a repayment of an excess
payment that is directly related to previous obligations and cutlays. The repayments made by
the Aiarines do not meet this definiion and should not be accounted for in such a manmer.
Instead an offsetting collection shouold be recorded The AMarine Corps' cument treatment
Inappropriately reduces the oblipations mourred on the SEA, cansing a misstatement. It also
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understates collections received. As a resulr of the MMarine Corps” cument accounting EAmeent
oblipations, outlays and collections are understated.

L MMMEWMMMMMMEMM
Femm Frogram (MEF), by recording the event as a refund The MRF allowrs the hfarine Corps
to receive credits for excess and obsolete items returned o the source of supply. When the
Aarine Corps returns an item 1o the source of supply they record a negative liquidation; which
results in a debit USSGL acconnt 4902 This treatment is comsistent with the poidance
provided in the Dold FLE but not in eompliance with TTSSGL. OMB Cirenlar A-11 defines
refionds as a repayment of an excess payment that is directly related to previous oblipations
and outlays. The retum of items under the MR F do not fit this definition. The proper treatment
Is to classify the transaction as a collection given that the transaction is a result of sales of
repairable parts to trading parmers. The definition of “collections™ per OMEB Circular A-11
Indudes “business-like transactions with the public, incloding payments from the poblic in
exchange for poods and services.™ As a result of the Marine Corps’ current accounting

* The Marine Corps improperdy accounts for refinds related to prior year paid obligations. The
Marine Corps records the transaction i the same manner as a refond of carrent year pakd
oblipations; ootlays are reduoeced by debiting TUSSGL 4002, Based upon OMME A-11 puidanes
the refunds of poor year paid obligations shonld be aceomnted for s an offsetting collection.
As a resuli of this reatment collections, oblipaiion and outlays are understated.

* The hMarne Corps deposited tax credits received from Meorth Carcling into their approprated
accounts and recorded a pegative liguidation. Becanse these funds are non-entity assets, they
should have heendepusﬁediﬂnaﬂepuhn&ntufﬁmhﬁsmﬂmhﬂeiptfﬂmim
not reported in SABRS and therefore not incloded in the SEA. This resulted in the AMarine
Corps’ oblipations and cutlays being misstated.

Recommendations

In arder to mitigate the rsks of the issoes noted in the sipnificant deficiency, Marine Corps

mamagement should consider the follomring:

* Use coment penerally accepied accounting prneiples hierarchy and TUSSGL in determinimg

* MNotify the Office of the Under Secretary of Defense (Comptroller) when the Dol FLIE
* Discontinue the wse of temporary obligations currently nsed to track overpayments.
* Implement an additional data element in the SABRS which would allow the end-user to

identify troe upward and downward adpstoments at the transaction level at the tme the
transaction is recorded.
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Material weakness #4 — Invalid authorization of obligations

Marme Corps mamagement lacks mternal comtrols over the aothorization of obligations.
Oibligations are lepally binding agreements or actions thar result in outlays, whether immediarely
of in the fumare. Per the Dol FAR an oblipation should be recorded only when supported by
documentary evidence of the transaction. Marine Corps Oroder 4400.150F, Chapter 6, Section
G003 requires that in onder to enter into an oblipaton, a MMarine Corps emploves mmst be
anthorized, in writing, to do so. Entering the povernment into oblizations is an inhereniy
povernmental fonction, as defined by Federal Aecquisition Eepulation (FAR) 7503, and must be
performed by emplovees of the federal povernment During the mdit, we identfied that
contracting officers lack warrant autherity, written authorization to obligate the poTernment was
missing and Aarine Corps confractors were authorizing obligations. Detils on these issnes are
provided below.

* Dmuring our infermal control testing of vendor pay outlays, we noted ten of 45 samples where
Eepulation Part 1, to enter into an oblipaton, contracting officers must be appointed in writing
on a 3F 1402, “Certificare of Appoinmment”, which provides any Imitations on the scope of
authorty for that individoal Appointine officials must mainmin copies of all valid, active
appointments.

* We noted five of $0 MMilitary Standard Fequisition and Issue Procedores (AMITSTRIF) amd
individnal authorizing the cblipation was approved to do so. Per the Doy FME Volomes 5
and 9, an accounmable official mmst be appointed in wodng with a DD Fomm 577,
“Appointment,” Termination Record™ in order to bind the povemment into ohligations.

* We noted three of 45 MILSTRIP samples where the AMarine Corps contractors anthorzed the
oblipations and entered the hiarine Corps into an oblipation. Per FAR 75303, “Perfformance of
Commercial Activities,” binding the gorernment by contract and fionds outlay are inherentiy
lanpgnage providing the contractors the anthority to submit requisitions. This conmradicrs
gmidance stated in FAR 7.503.

ﬁeEBAmpmﬂhdgm:ynhﬁg:mmmsmdwmeM:ﬁnECuqﬁ
Inadequate internal control over obligations could result in nnauthorized individoals entering the
Marne Corps Into emonecsus of UNNeCcessary obliparons.

Recommendations

In order to mitigate the risks noted in this material weakness, management shoukd consider the
following:

* Enforce the current policy that requoires all contracting officers and accountable officials to

have and maintain valid authorzing documentation such as warrant authonty or DD Fomm
5T7.
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* Institute a process for the periodic manapement review of DD Fooms 577 and confracting
officer warrant authority to ensure that accountable officials are properly authorized to legally

bind the povernment into oblipations.

* Standardize the ose of the DD Foom 377 as the only appointment record to authorize
approving officials.

* Enforee the requirements of PAR 7.503 by not allowing contractors to aathorize oblipations
and outlays on behalf of the povermment as this is an inherently sovernmental function

Material weakness #5 — Inabkility to maintain adequate documentation

The hMarine Corps could not atoays provide documenttion to support transactions. We noted
deficiencies in the ability to mainmin and provide necessary documentation to sopport finaneial
transactions. The areas were MITSTRIP, temporary additional duoty (TAD) travel, collections,

* The testing of nternal controls over MITSTRIF transactions noted control deficiencies related

to the receipt and acceptance of poods. Additionally, the Aarine Corps purchased items that
were not inchnded on the approved porchase crder form.

* Liarine Corps personnel use the Defense Travel System to submit reimbursement requests fior
incurred expenses associated with TAD. Dudng our testing, we found travel reimbursements
made by the Marine Corps could not always be tied back to supporting documents incloded
as part of the reimbursement request. Additonally, documentation could not be provided to
was anthorized

* Inadequate controls over the billing and collection process led to the mability of the Aarine
Corps to mainfain and provide support documentation. For example, we found mstances in

* The MMarne Corps obligated funds without required docomentation in 3 out of 1,220
instances. In addittion, the Marme Corps obligated fonds nsing a commibment docoment m 26
Inctamees.

- mmmsmmmmmmmmmmm
of 45 insances the harine Corps could not provide support for the imroice and in 11 oor of
45 instanices the Aarine Corps could not provide a receiving report.

* The Marine Corps dishursed funds without the necessary documentation supporting why the
outlay was made and how mmch should have been disborsed. For example we identified 21
out of 972 items for which ouotlays were made without having evidence of receipt of poods or
services. In addition, we noted three itenys ont of 972 that were disbursed withouot having
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With the volume of transactions and dollar amoones coonrring trowghout the varnows Aarine
Corps commands, it is essential for proper document retention to help sopport accurate and
Proper accouniing ireatment. By failing to propedy docwment accounting ansactions, the
MMarme Corps continnes to fsk disbursing improper amounts, being unable to substantiate their
accounting records and having misstated balances on their SEA.

Recommendations
To address the rizks of the issnes noted in the materisl weakness, harine Corps management
shounld consider the following:

* Improve the management review process over recorded transactions ensuring that recorded
amounts are sopponted with appropriare docoments.

* Implement policies that require the use of standardized fooms throwghout all conmmands for
TALOUS processes.

Matenal weakness #5 — Inadequate A-123 internal control program

The MMarine Corps does not have a robust OMB Circular A-123 internal control program. The
Mharne Corps Manmagers’ Inmfermal Control (MCAMTC) Program which implements A-123 is
desipned to provide reasonable assurance that effective and eficient internal contrel are in place
throughout the MMarine Corps. As part of the MCAIC Propram the Commandant of the Marine
Corps must anomally provide assurances to the Secretary of the INavy concerning the effectivensss
of the Aarine Corps’ internal controls. Separate Satemenrs of Assurance for the Orrerall
MManagers' Internal Control and Internal Control over Financial Beporting processes are required.
Commanders, heads of staff apencies, and managers at all levels of the Marine Corps are reguired
o develop, execuie, Tack and report on comeciive action plans to mitipate any identified internal
control weaknesses in functions, programs or operations under their authorities.

The BMCMIC Propram is consistent with federal requirements, howerer the AMarne Corgps®
implementation of the program is ineffective and is not safficiently rescurced. For example, we
noted that the Marine Corps does not self-identify deficiencies associated with internal controls
over financial reporting. Details on the weaknesses in the operating effectivensss of the program
are provided below.

* Aiarine Corps manasement does not proactively kentify intermal conirol deficiencies. Per
OMEB Circunlar A-123, agency manapers shoukl continucusly monitor and mmprove the
effectiveness of internal control assocated with their proprams. This continnons monitoring,
and other pericdic assessments, shonkd provide the basis for the apency head's anmmal
assessment of and report on internal control, xs required by the Federal Managers” Pimaneial
Intepnty Act.
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* The Marne Corps did not properly document its understanding of internal control over
fimancial reporting. Por instance, the Marine Corps did not have a current process narrative
for military payroll that identified and descibed its key internal controls.

* The Remediation Section of the Rizk & Compliance Branch, the orpanization responsible for
MCMIC, has only ome staff position, which is currently vacant, dedicated to the A-123
program. Given the size, complexity and global presence of the Marne Corps, it is not
reasonable to expect one staff person to conduct the internal control assessments, monitoone
and reporting required by O_ME Circular A-1235.

Recommendations
To address the fsks of the issues noted in the material weakness, Marine Corps management
should consider the following:

* Dresipn and implement 2 robost A-123 program thar properly identifies all material weaknesses
and significant deficiencies that are requuired to be disclosed in the Satement of Assurance.

* Significantly imcrease the resources committed to the A-123 propram to allow the fuol
requirements of A-123 1o be implemented.

Significant deficiency #1 — Information systems control weaknesses.

As a resolt of the IT testing performed in our adit, we noted control weaknesses that contribote
w the sipnificant deficiency in the areas of access manzpement, confignration management and
business process edit checks. Details of this condition are provided below.

* Access management deficiencies were noted relared to controls designed to help prevent
mnauthorzed access to information technolopy systems. Control deficiencies related to access
manasement increase the rsk that accounts may obtain wneathorized of inappropriate access
to financial systerns or data. Such access could lead to unmathorized activities or inappropriate
dizelosore of sensitive data, or incompatible roles assipned to a single wser. Systemy acesss
conirel deficiencies may be exploited, in either a smgular Gshion or in combination, which
may affect the confidentiality, intepsity, or availability of Marine Corps systems and data. We
noted that the Marne Corps is umable to determine whether user accounts meeting specific
Inactvity criteria are suspended and deleted in a timely manner as defined by policy.

* Confipuration manasement is designed to provide reasonable assorance that chanpes to
Information system resources are authorized and systems are confisored and operated secarely
and as mtended. When confipuration itemys are not clearty documented througiont the change
lifecyele there is an inereased rick that unanthorized or erroneous changes to a system conld
be introduced to the production environment Porthermore, without foomal defined policies
and procedures as well as follow-up of discrepancies identified during a compliance andit, there
Is an increased risk that unapproved or emoneous confipuration item changes are not identified
in a timely manner. The specific deficiencies identified in this category follow.
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— Dwocumentation sopporting the initial authorization of confipnration changes, the testing
and validation of the chanpes and the approval of the mplementation of the change was
oot consistently prowvided.

— Documentation supporming eonfignration complianee audic reviews was not provided.

= Business process edit checks are in place to ensore that data inpur, processed and produced
from a system is aceurate, valid and complets. Inapproprizrely confisured or missing inpot edit
checks mereases the nsk that data entered into a system will not meet the standards defined
by the system. We noted that docomented business mles did not refleet acimal system

configuration for cerfain edit checks.

FRecommendations
In order to mitigate the rsks of the issnes noted in the sipnificant deficency, Marine Corps
management should consider the following:

reviewing the approprateness of aceess to Aapme Corps systems have the information
necessary to detemmine when aceount profiles should be sospended or deleted.

* Enhanee current information technolopy orersight and govemmance to ensure compliance with
established confipuration manzpement and release manasement policies and procedures.

* Ensore confipuraton compliance andirs incinde evidence of review, discrepancies noted, and
follow-up actions for anmy irrepular activiry.

* Establish formal procedures to test amd review edit checks to ensure complince writh
dommented business moles.

Report on compliance with applicable provisions of laws, regulations, contracts and grant
agreements and other matters

and contract agreements, if applicable. As part of obfaining reasonable assurance about whether
the hfaring Corps’ peneral fond SBA is free from material misstatement, we performed tests of
its compliance with cerfain prowisions of laws, regulations, contracts and prant apreements,
including laws poveming the use of budeetary anthorty, povemment-wide policies and liws
identified in Appendix E of OME Buolletin MNo. 14-02, and other laws and regulations,
noncompliance with which could have a direct and material effect on the determination of SBEA
Under the Pederal Financial Manapement Improvement Act of 1996 (FEALA), we are required
o report on whether the MMarne Corps” fimancial manapement systems substantially comply with
the federal financial management systems requirements, applicable federal acoounting standands,
and the United States Government Standard General Ledper at the transaction level To meet
this requirement, we perfommed tests of compliance with PIAIA section 303(3) requirements.

Crwrd Thcreice LLP
15 rarsbar frr o Gewnd Thorsior Fersicrsl Lid

www.marines.mil @



SEMPER FIDELIS 2014 ANNUAL FINANCIAL REPORT

o GrantThornton 18

We did not test compliance with all repulations and contracts applicable to the AMarine Corps. We
Limired our tests of complianee to the provisions of laws, regunlations amd contracts cited in the
preceding paragraph of this reporr. Providing an opinion on compliance with those provisions
was not an objective of our audit and, accordingly, we do not express such an opinion

The results of our tests disclosed instances of noncompliance with laors, repulations amd
Smandards or OME Bulletin Mo. 14-02, and mstances of substantial noncompliance that are
required to be reported under FFAMTA  Examples of these marters are deseribed belowr.

Mon-compliance matter #1 — Viclabons of the Federal Acquisition Regulation
Droring testing of the Marine Corps compliance with laws and repulations, we noted viclations
of the FAR. Those matters are detailed below.

* Dwmuring our testing of internal controls orer MITSTEIF outlays, we noted three of 45 samples
in which contractors had access to the MILSTRIP systems and were able to enter the MMarine
Corps into oblipations. Per PAR 7.5300 binding the povermment by contract is an inherently
govermmental activity. Upon forther review of the coniract associated with these samples, we
noted explicit language stating that contractors had authonty to submit requisiions which
contradicts puidance stated in FAR 7.503. Por additional defails on this condition, inchnding
our recommendations, please refer to material weakness #4 — imvalid aothorization of
oblipations.

* According to FAR Subpart 1.6, anthority and responsibility to contraet for authorized supplies
and services is vested in the agency head, who may establish contracting activites and delegate
broad authority to manage the agency’s contracting functions. Agency heads or desipness issue
WO WAllants to contracinge officers stating the lmits of their authority. Cnly contracting
officers have the authority to legally bind the sovernment and to enter into, adminizter and
terminate (if mecessary) conotracts for the Govemment Appointing officials most maingain
copies of all valid, active appointments. We found that a Marine Corps contracting officer
bound the federal povernment to an obliations without valid wanant anthority.

Mon-compliance matter #2 — Viclations of appropriation law
The]hlmmﬂurpsmmsmﬂnﬂrf[ﬂmﬂm State of MNorth Carolina for a portion of the sales
and nse axes that coniractors pay on materal and supply purchazes for building and repairng
struchares at hfarine C@s&mﬂmhﬁmmmwmmmm
received from the tax credirs o their appropriated acconnts. By recording the tax credit refunds
in this manmer, the harine Corps is able to use the tax credits 1o augment appropriated fonds. 31
TS, Code § 3302(b) sates that monies received from sources cutside of an apency are not
available for the apency mse and mmst be deposited mto the Deparmment of Treasury as
miscellanepns receiprs. We were unable to identify a Marine Corps exemption to this legislation.
As a result, the Marime Corps augmented their appropriation, violated the US. Code and coukd
be viclafing provisions of the Anti-Defoiency Act by oblipating or expending the tax credits.
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FPor additional details on this condifion, including our recommendations, please refer to material
weakness #J — improper application of federal accounting standards and puidelines.

Mon-compliance #3 — FFMIA non-compliance

The Federal Financial Managers Improvement Act (FFATA or Act) requires federal agencies to
implemnent amd maintain Gnancial systems that comply substantially with (1) federal fnancial
Management system requirements, (2) applicable federal accounting standards and (3) the USSGL
at the transaction level While the Marine Corps is not specifically subject to the requiremsents of
Act Due to the emrors noted below, we find that the Marine Corps does not meei FTALA
compliance.

Federal financial management sysfem requirements

During the fiscal year 2014 andit, we identified non-compliance with federal fimancial
MInIgemEent Systems Iequirements associated with both SABRS and Marine Corps Total Force
System (MCTFS). For SABRS we identified weaknesses associated with business process edit
checks, SABRS Table 200 Document Identifier Code (DIC) review, termination of inactive
accounts, confisuration manarement supporting documentation, user provisioning process, amd
separation of duties conflict For MCTFS we found issues related to MCTES that inchoded
confipuration management compliance andit, systems confipuration agreements and feeder
systenys authorty to operate.

ﬁemhﬁmﬂi}nﬂdlmhgyhﬂmﬂmﬂnlmﬂmtﬂnmmﬂydﬂﬁﬁmﬁespmmm

Marme Corps fiom meeting federal financial management system requiremrents and prokhibits

Applicable federal accounting standard's
We issued several findings in fGscal year 2014 redated to the ability of hiarnne Corps' systems to

prepare its SBA and related note disclosures as well comply with accounting principles penerally
accepted in the United States of America. These findings demonstrate thar these weaknesses
affect the Marine Corps® ability to prepare financial statemnents and related disclosores, budget
reports, of other financial information for manapement decision-making purposes that are
consistent with the federal accounting standards.

Material weakness #2 — “Inadequoare managenent review and oversipht of Marine Corps fimancial
reporming” descrbe the followring:

* Svstems limitations that cause outlays to be recorded prior to the recording of obligations or
EX[EMISES

* Systemns limitatsons that affect the preparation of the nndelivered coders foomote disclosure.

Dre to the known deficiendes in the courent harne Corps internal control environment amd
systemys, and their impact on the reliability, acooracy and completeness of the bodpetary data

Crwrd Thormice LLP
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presented on the SBA, we determined that the Marine Corps does not meet FEAIA compliance
requirements for federal accounting standards.

USSGL at the transaction leve!

Druring the course of testing, Grant Thomton identified nomerous instances where the Aarine
Corps did not record transactons in foll complionee with the USSGL chant of acconnts
desedptions and postng meodels. As deseribed in material weakness #1 —“Lack of Marine Corps
oversight of DFAS™, material weakness #2 — “Inadeqmate management review and orersight of
Marine Corps finanecial reporting”, marerial weakness #3 — “Improper application of acconnting
principles™, and marerial weakness #4 — “Improper application of accountng prineiples™; we
fonmd-

* Systemns limitations that result in cutlays being recorded prior 1o the recording of oblipations
OF EXPenses

* Svstemns limitations that resuolrs in the metting of upward and downward adjustments o
oblipations

* Svstems limitations thar affect controls over recelpt and acceptance of goods and services

Agency comments and our evaluation

The Marine Corps® responses to the findings identified in our andit were provided in a letter dated
April 24, 2105. The Marine Corps conoumred with the majority of the findings identified in our
it and acknowledped the material weaknesses. Howerer, they non-conenrred with aspeers of
material weaknesses #1 and 6.

Regarding material weakness #1, the hMarine Corps stated that, “The Marine Corps acknowledpes
its nitimate accountabilify for all Marine Corps financial transactions and reports. However, the
Marme Corps is not responsible, acopuntable, nor manned to provide direct oversipht to the
Defense Finance and Accounting Service (DFPAS)™.

Grant Thomton Response: The Marne Corps is responsible and accountable for all Snancial
iransactons recorded in s financial records, whether recorded by Marne Corps personnel or
DFAS personnel In order to maintam adequate financial eontrols over financial reporting, the
MMarme Corps will need to implement sufficient controls to ensure that transactions recorded and
processed by DFAS are complete and accurate.

Regarding materal weakness #6, the hMarnne Corps stated that, “The Marine Corps does not
concur with the assertion that the MCMIC program is cumrendy ineffective or msufficiently
resourced. While the dedicated resources at the Headguarters Marine Corps (HORIC) level may
appear limited, the program is desipned as a top-down governanes, self-reporting frametwork thar
enables Commanders to leverage internal controls goidance and tools 1o proactvely assess and
identify weakmesses thar may impair their ability to accomplish their assipned mission ™

lrmnd Thormioe LLP
A5 ramtar o = Geand Thorsios Eerwicon Lid

www.marines.mil @



SEMPER FIDELIS 2014 ANNUAL FINANCIAL REPORT

o GrantThoarnton 19

Grant Thomton Besponse: Becanse OME Circular A-123 requires a top-down approach, it is not
possible for an organization of the size and complexity of the Marine Corps to implement A-
E?ﬁm@h&mﬁmﬂmhﬁd@uﬂﬂimm.ﬂuﬂ-ﬂ&l@lﬂmﬂﬁnﬂ@d&mmﬂ
agencies previously used self-evalnations bat that its current puidance calls for a “top-down
approach to planning, testing, and documenting internal control over fnancial reporting.™ It
h:ﬂ:.etsmesﬂnn“mesenmrﬁsmmTﬂmwﬂdmﬂumpeufﬁnmﬂmpcmg,
the asseszment desipn and methodolopy, and the material itens to be tested ™ Accordingiy, a self-
reporming framework with minimal staffing at the headguarters level is pot compliant with the
puidance in the A-123 implementation guide.

The MMarine Corps’ letter is included in full as an exhibit to our report The Marine Corps®
responses were not subjected to the andifing procedures applied in the andit of the SBA and,
accordingdy, we express no opimion on the responses.

g 1 s LT

GRANT THORMNTON LLP

Alezandriz VA
April 24, 2015

Cirmnd Thrmios LLP
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Exhihit T —

of the Marine Corps for the year ended Seprember 30, 2014

Grael hemton LLP

ol W AT CORF R P EATAGH S

WASHINGTON, DL 20080-1000 I REPLT REFER T
5200
R
24 Apr 15

From: Fiscal Director of the Marine Corps
Tai Engagement Partner, Geant Thornten LLFP

5ubY:  MANAGEMENT COMMENTS TO THE INDEPENDENT AUDITOR"S REFORT
Ol THE UNITED STATES MARIHE CORES SCHEDULE OF BUDGETARY
ACTIVITY FOR FISCAL YEAR 2014 {CONTRACT NO. GE-23F-H196H)

1. Unless otherwise noted, the Marine Corps concure with the
majority of the Independent Auditor's Report on the United
Statées Macine Corps Schedule of Budgetary hotiwvicy {SBA) fer
Flscal Year (FY) 2014 and the Feport on Intemal Control and
Compliance with Laws and Regulations.

2. The Marine Corps acknowledges the material weaknesses
identified in the report. The Marine Corps will continue to
focus on the coordinated affarcs to moderalze Fimancial
management systems and impzove the sccuracy of its finenciel
reporting. In many casaes, we have already conductad causative
cesearch, developed corrective actions, and implenented improved
processes to address the identifilsd weaknesses. We remaln
cormitted to strengthening internal contrels and enhaneing our
business processes.

3. We offer the following comments to the material weaknesses
outlined in the report:

a. Material Weakmess #1 - Lack of Marine Corps Oversicht
ovar Defense Finance and Accounting Service (DFAS|. The Macine
Corps acknowledges its ultimate accountcability for all Marine
Corps financial trarsactions and reports. Hoewever, the Harine
Corps is not responzible, accountable, nor manned te provide
direct cvarsight te DFAS. As the auditors note, we depend on
DFAS to parform a wide range of finsncial and ascounting
services. Hevertheless, we agree with the need to clearly
acticulate roles and responsibilities and leprove contzols to
aensure that Service Leval Providers cemply with all Finansial
Improvemant and Auvdit Readiness (FIRR) requiremsnts in support
of the Marine Corps’ accounting and audit efforts, including
their comprehensive system attestation evaluations. The Marine
Corps nesds to improve the Service Level Agresment [SLA] with
BFA3 o ensure Che accurate and timely reconciliation of Marine

UZS masmber frm of Grand Thomins iskersionsl Lid
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Exhibit I — Manapement comment to the ndependent anditor’s report on the fiscal year 2014 SEA
of the harme Corps for the year ended September 30, 2014

Grawl Themizn LLP

Subj: MANAGEMENT COMMENTS TO THE INDEPENDENT AUDITOR'S REFORT
OH THE UNITED STATES MARINE CORFPS SCHEDULE OF BUDGETARY
ACTIVITY FOR FISCAL YEAR 2014 (CONTRACT HO. GS-23IP-01%6H)

CoIps transactions contalned in suspense, deposit, and clearing
ACCTUNES.

b. Material Weakness 2 = Inadequate Hanagement Revied and
Cvarsight of Marine Corps’ Financisl Reporting. The Marine
Corps acknowledges the need to improve controls to ensuce thak
its financial statements prepared by DFAS are in accordance with
the Treasury Financlal Hanoal (TFM]. During FY 2014 gQuarcerly
financial reporting tie=-sute, the Marine Corpe failed to include
lines that appeared on the United States Standard General Ledger
(US5GL) 5F-133 crosswalk on the Defense Departmental Rsporting
Syatem - Budgetary (DDRS-B) SF-133s and therefore omitted the
lines from the SBA. These discrepancies have besen corrected.

c. Haterial Weakness #3 - Impreper Applicatzicon of Federal
Accounting Standards and Guidelines. The HMarine Corps
acknowledges the need to inprove controls to ensure that all
financial transacticn posting logic in the Marine Corps' core
accounting aystes, Standard Roccounting, Budgeting and Reporting
System (SAERS), is in accordance with U.3. Generally Accapted
RBoccounting FPrinciples [(GAAP). We will werk with the Assistanc
Secretary of the Havy [(ASH) Financial Management and Comptroller
({FMEC] . and the Cffice of the Undersecretary of Defense,
Comptroller (OUSD(C)), to address instances where the Department
of Defenze (Dol Financlial Mapagement Aegulation (FHMR) and other
regulations may contflict wicth GAAF cr reguire additional
guidance to properly record all flnancial activity.

d. Harerial Weakness 44 = Invalid Authorization of
Obligationsg. The Marine Corps acknowledges the need to lmprove
concrols ©o ensure that all necesaary Departmantal ARocountable
officials (DAD) are properly appolnted Lo execute Lheic
delegated sutherities and responsibilitiss. We aleo recognize
the nesd te develop and implément an avtomated solution to
maintain such documentation 30 that it is readily available for
review. We will work with ASH FMEC and CUSDI{C) to develop and
implement 8 comprahensive solution to retrieve such
decumentation from cther services, ageacies, and trading
PAFERSES,
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Exhibit I — Management comment to the mdependent anditor’s report on the fiscal year 2014 SBA
of the Marne Corps for the year ended September 30, 2014

Grmn| Themizn LLP

Eubd: HANAGEMENT COMMENTS TO THE INDEPEHDEHT AUDITOR'S REFORT
O THE UNITED STATEE MARINE CORFE SCHEDULE OF BUDSETARY
ACTIVITY FOR FISCAL YERR 2014 (CONTRACT NO. GS-23F-8L196H)

&. Haterial Weakness 85 - Imability teo Maintain Rdeguate
Dexcumencation. The Marine Corps has identified a need to
improve controls to ensura that accurate and timaly receipt and
acceptance is performed and documented, both by the Marine Corps
and external stakeholders. We also recognize the need to
improwe controls to ensure that we develop sufficient policies
and procedures to address lnastances where financial information
systesm limitations prevent the systemic generation, storage. o
timely retrieval of adeguate supperting decumentation.

£. Material Weakness 6 - Inadeguate A-123 Internal Ceontrol
Program. The Marine Corps Managers® Internal Control Program
{HITP) which implements A=123 is designed to provide reasonable
asgucance that effective and efficlent internal control are in
place throughout the Hazlne Corps and asknswledges the need to
ensure that implementation and effectivensss is documented and
thoroughly described. The Marine Corps does not concur with tha
assertlon that the Marine Carps MICP program is currently
ineffective of insufficiently resourced. While the dedicated
reacurces at the Hesdguarters Harine Corps [HEHC) level may
appear limited, the program is designed as a top-down
governance, self-reporting framswork tha: enables Commanders to
leverage internal ceontrols guidsnce and tosls to proactively
assess and ldencify weaknesses that may impair their ability to
accomplish their assigned mission. At key schelons of command
throughout the Herine Corps, individuals are appolnted as
Internal Control Haragers for their respective organizations and
centribute to ongoing review and repoareing of ineernal sontral
compliance. Ths Senior Assessment Teas (SAT), chactered by the
Assistant Coemandant of the Marine Corps (ACHMC) and chaired by
the Fiscal Director of the Marine Corps was established in
August of 2009 co provide oversight of the Marine Corps”
impleameantation of Office of Management and Budgst [(OMB} Circular
A=123. The Marine Corpa’ annual Stétement of Assurance (SCA) is
the result of proactive assessmssnts and analysis conducted by
numercgs activities including: the Hawval Audit Service (HAS),
the Inspector General of the Marinme Corps Inspector General
{IGMC}, the Programs and Rescurces Department [(PER), the
Inastaliarions and Legistics Department (IE&L), the Manpower and
Reserve Affairs Department (M&RA), the Command, Contral,
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Exhibit I — Management comment to the independent anditor's report on the fiseal year 2014 SBA
of the Marine Corps for the year ended September 30, 2014

Subd: MAHRGEMENT COMMENTS TO THE INMDEPEMLDENT AUDLITOR'S RESQRT
CH TAE UNITED STATLS MEISINE CORPE ASCHTMOLE OF EIINGETARY
ACTIVITY ToR FISCRL YER3 2014 [COMTRRCT HO. GS=23F=3196E)

Garrunicaticns and :Gmtifﬂ Dizackatrabs CF, mll mzj-u'r
sthordinate coimands, and olhers.

4. W= lock Sorward ta u.‘u'k'n.; wikth Brent Thornlaon and oblhes
incerested parcies in futuze financlal acaterment aodite ard

ralatzsd reviews.
tl-w-_— G-L.EE.‘.}H T‘%E;LWWJ&'

A. M. McDEEMCTT

—OPY Co
DEKR ICH&CH

Orurd Theormiza LLP
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For More Information

Fiscal Director of the Marine Corps
Headquarters, Marine Corps
Programs and Resources Department
http://www.hgmc.marines.mil/pandr/
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